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Burroughs Sensimatic ‘‘50” 
a full-size accounting machine 
at a new low cost 


The sensational new Burroughs 
Sensimatic thrifty ‘‘50”’ accounting 
machine at its amazingly low price 
is big news in the field . . . headline 
news for businesses large and small. 


The Sensimatic ‘°50” is an outstand- 
ing addition to the Burroughs Sensi- 
matic family . . . a full-size fully auto- 
matic accounting machine. 


Never before has such a machine 
been offered at a comparable price. 
And you save every day on ledger 
and statement form costs with the 
Sensimatic *‘50.”’ Extra savings are 
yours, too, because it’s so easy to 
operate that beginners quickly be- 
come expert. See it! Try it! Call your 
nearest Burroughs branch or write 
Burroughs Adding Machine of 
Canada, Limited, Windsor, Ontario. 
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SWEETNESS 
and 
LIGHT 





By Jay Vee 


Then and Now 

ACH year as we fill out our T1 Gen- 

eral in order to maintain pleasant 
relations with the Government of Can- 
ada, we are moved to admire the com- 
plete security of the Tax Department's 
position. Without fear or tavour it dis- 
tributes its various forms, those forms 
are then completed by the taxpayers and 
sent off with the corresponding payments 
enclosed, and by and large “there's an 
end on't”’. 

Here is no worried businessman try- 
ing to keep on the right side of his cus- 
tomers. Here are no prompting incen- 
tives of “20> Cash — Net 30 days’, no 
“Canada Needs Your 
Rid of a Dependent 


blotters urging 
Money — Get 
Now”. 

It looks as though by this time we tax- 
payers must be pretty well trained to toe 
the mark. Anyone who toys with the 
naughty thought of not keeping April 30 
in the way it should be kept is easily 
squelched by just a single line of fine 
print at the bottom of the form: 


The penalty for failure to file this return 


by the due date is 5 per cent of tax unpaid 
at that date. 
‘Twas not ever thus, however. In 


England before the turn of the century, 
gathering in the revenue was entrusted 
to individual tax surveyors, one of whom 
has been writing his reminiscences in re- 
cent issues of Taxation. It seems that 
not infrequently the old surveyor of taxes 
found a worthy antagonist to his attempts 
at collection. But on the other hand he 
was not hamstrung by considerations of 
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orthodoxy. As long as his district yield 
was up to par and there were no vocifer- 
ous complaints from taxpayers to Somer- 
set House, he had a free hand and could 
use his native ingenuity more or less at 
his own discretion. In the May 1 issue 
of Taxation the writer, who remains an- 
onymous, recalls one early battle of wits: 


For the collection of land tax the col- 
lector could distrain on anything he 
could find on the ground; he could take 
the doors off the hinges if he could 
find nothing clse of sufficient value; and 
it did not matter to whom the stuff 
belonged. I remember one case in which 
the collector was having a great deal of 
trouble in trying to collect an amount 
of land tax due on a small piece of land 
which belonged to one of the main-line 
railways. The railways invariably re- 
deemed the land tax on any land which 
was intended to be used for railway 
buildings, but in this case no redemption 
had taken place and the collector could 
find nothing of sufficient value on which 
to distrain. But he was a resourceful man 
and on this piece of land was a siding 
with a water tap where engines sometimes 
refilled their tanks. The collector knew 
by careful observation that on a certain 
day there was an engine from a particu- 
lar train that always pulled out to this 
siding for water. So he provided him- 
self with a formidable chain and a big 
padlock and waited for the engine to 
draw up. As soon as it did he formally 
distrained it for his land tax and chain- 
ed the wheel and padlocked it and _ re- 
fused to release it until his tax was paid. 
The stationmaster, who had rather en- 
joyed defying the collector in his efforts 
to collect the tax, begged him to let the 
engine go. But he was adamant and 
after much telegraphing to the railway 
headquarters and much expostulation by 
the stationmaster, he was told by _ his 
head office to pay the tax. He did so 
and the collector was triumphant and 
never heard anything more about it. But 
his reputation in the district as a man 
who could not be kept waiting for his 


taxes was assured. 
Isn't it good to know that before the 
era of mass production even tax collec- 
tion had its colourful moments ? 











WINNIPEG PRACTICE WANTED 


Chartered accountant will consider any 
proposal for acquiring medium or one 
or more smaller practices in Winnipeg, 
purchase, partnership, or succession. 
Box 423, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 














PRACTICE WANTED 

C.A. wishes to buy practice or individ- 
ual accounts in Southern Ontario; pre- 
ferably in the Toronto-Hamilton area. 
Partnership or agreement for succes- 
sion considered. Box 420, The Cana- 
dian Chartered Accountant, 69 Bloor 
St. E., Toronto 5, Ont. 











SITUATION WANTED 


Chartered accountant, 18 years first 
class professional experience, now hold- 
ing commercial appointment, wishes 
to return to profession. Box 425, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 
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COMMENT AND OPINION 


The 1954 Income Tax Amendments 


a. annual amending Bill to the In- 
come Tax Act, which passed both 
Houses of Parliament in mid-June, occu- 
pies some 22 pages of print and effects a 
great many changes, none of which are 
of transcendent significance but most of 
which will cause the burning of mid- 
night oil by accountants. So far we have 
not had the opportunity of examining 
the amendments in that detail demanded 
by their complexity — and surely nothing 
can exceed an income tax amendment in 
that quality — but we were pleased to 
note the adoption of a few of the recom- 
mendations submitted by the C.I.C.A. 
and the Canadian Bar Association. 

Interest on securities issued at a dis- 
count and on arrears of interest, if the 
latter is deductible, are henceforth to be 
deductible in computing income for tax 
purposes. It is also provided in effect 
that the vendor of a business may trans- 
fer his reserve for doubtful debts to a 
purchaser who proposes to continue the 
business provided that both agree, which 
will largely cure the difficulty that 
arose on the absorption of a subsidiary 
company by its parent, the subsidiary be- 
ing subject to tax on the amount of its 
reserve for doubtful debts and the parent 
being allowed no deduction for losses on 
collection on the footing that they were 
losses of a capital nature. 


6l 


Corporations will henceforth be given 
a longer period after the close of their 
fiscal year to ascertain their profit and 
calculate the tax payable for the year 
without being subject to a penalty if 
they underestimate their profit and un- 
derpay their monthly instalments. The 
benefit resulting from options to share- 
holders to acquire stock will not be tax- 
able where the shareholder happens to be 
an employee unless the benefit was re- 
ceived by him in his capacity as an em- 
ployee rather than as a shareholder in 
common with all other shareholders. 
And, of course, some weeks ago regula- 
tion 1100(4), by which the capital cost 
allowances of corporations were linked to 
their financial statements, was revoked 
by executive action — to the gratification 
of the accounting profession notwith- 
standing the new problem in financial re- 
porting which the revocation entails. 


We could write at much greater length 
concerning those recommendations which 
were not adopted. This year for the 
first time the joint brief questioned the 
whole philosophy concerning proper 
business deductions in the income tax 
law — to which the Government's lone 
concession is the allowance of interest on 
securities issued at a discount and on 
arrears of interest —- though in going that 
far it perhaps concedes something to the 
principle urged by the two professional 
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bodies. Mr. Abbott proved as adamant 
as ever in regard to the matter of tax 
deductions towards the provision of re- 
tirement pensions for the self-employed, 
and it is to be hoped that his successor 
will prove more amenable to what many 
consider a very strong case. He proved 
something more than adamant on an- 
other vexing question which, as in sev- 
eral previous years, formed the subject 
of another joint recommendation. We 
refer to the section of the Act setting out 
the relationships between individuals and 
corporations that are conclusively deemed 
to be not at arms length, with attendant 
tax consequences. That the original en- 
actment was less than perfect was made 
clear when it came before the courts. 
First it was argued that the enactment 
merely created a rebuttable presumption; 
it was decided that the presumption was 
conclusive. Next the limit of relation- 
ship by blood was mooted, ultimately 
necessitating an amendment. Lately 
controversy has been in regard to the 
phrase ‘‘a corporation and one of several 
persons by whom it is directly or indi- 
rectly controlled”; which has now been 
resolved by simply deleting the phrase 
and substituting other phrases for it. 


On several occasions the lawyers and 
the accountants in their joint briefs recom- 
mended that the non arms length rela- 
tionship should be made a rebuttable 
presumption. The Act gives the answer 
to that, and it is not merely in the nega- 
tive. Instead the whole non arms length 
definition has been elaborated, refined, 
and apparently extended in an enact- 
ment of more than ordinary complexity. 


Whereas formerly a corporation was 
deemed to be related to (1) the person 
or one of several persons who controlled 
it and (2) with another corporation con- 
trolled by the same person as itself, the 
new enactment deems a corporation to 
be related to (1) the person who con- 
trols it; (2) one of a related group that 


controls it; (3) a person related to either 
(1) or (2); (4) a corporation controlled 
by the same person or group as itself; 
(5) a corporation controlled by a person 
related to the person controlling itself; 
(6) a corporation controlled by a related 
group, one member of which is related to 
the person controlling itself; (7) a corp- 
oration controlled by an unrelated group 
each member of which is related to the 
person controlling itself; (8) a corpora- 
tion controlled by an unrelated group 
each member of which is related to any 
member of a related group that controls 
itself; (9) a corporation controlled by 
an unrelated group each member of 
which is related to at least one member 
of an unrelated group that controls it- 
self; (10) a corporation related to the 
same corporation as itself. All this 
would be relatively simple (to under- 
stand if not to apply) if it were not for 
the phrases “related group” and “‘un- 
related group” which appear in so many 
of the above clauses. A “related group”, 
says the statute, is a group of persons 
each member of which is related to every 
other member of the group, and an “‘un- 
related group” is a group of persons that 
is not a related group. 


The statute thus appears to be defining 
an important part of its subject-matter 
by reference to the subject-matter which 
it is defining — and if that is not an 
impossibility it is at least not an easy 
thing to do or to understand. 


It seems likely that the new non arms 
length legislation will result in a further 
spate of litigation to determine its mean- 
ing, to be followed by further amend- 
ment, and so on ad infinitem. 


What Follows Reg. 1100(4)’s Repeal? 


OW that s. 1100(4) of the Income 
Tax Regulations has been repealed, 
accountants may enjoy the thought that 
no taxpayer will be required to charge 
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excessive depreciation against income or 
surplus in order to be in a position to 
claim maximum capital cost allowances 
for tax purposes. Allowances for tax 
purposes often differ materially from 
appropriate depreciation charges in re- 
spect to assets under construction, assets 
placed in service during the year, or 
capital expenditures incurred on defence 
projects, as well as in respect to rates of 
allowance. Accountants will be grateful 
that, so far as tax liability is concerned, 
there is now no reason for recording 
depreciation at more or less than is ap- 
propriate to proper cost allocations. 


But most good things are obtained at 
a price. In this case, accountants have 
gained acceptance of the argument that 
tax rules should not lead to distortion of 
depreciation charges in the accounts, but 
they have also been handed a responsi- 
bility to see that the right to claim cap- 
ital cost allowances, without regard to 
the amount of depreciation recorded in 
the accounts, is not permitted to bring 
about another kind of distortion. 


In many instances a current reduction 
in taxes may be accomplished by making 
a claim for tax purposes in excess of the 
depreciation charged in the accounts; to 
be followed eventually by an opposite 
situation, when taxes will be increased 
because available capital cost allowances 
for tax purposes are less than the depre- 
ciation charged in the accounts. Ac- 
countants must decide whether reported 
profits are to be affected by such “tax 
deferment” or “tax saving’; they must 
decide whether accounting reports are 
adequate if they fail to disclose the facts; 
and they must decide the method of dis- 
closure if disclosure is required. 


This is a problem striking at the roots 
of income measurement, and the C.I.C.A. 
Committee on Accounting and Auditing 
Research has given long hours of con- 
sideration to it. The committee’s report 
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will be awaited with much interest by 
members of the profession. 


The problem of the effect of taxation 
on short-term profit measurement is pe- 
culiar to the corporate taxpayer. Unin- 
corporated businesses have been permit- 
ted to claim more than the amount of 
depreciation recorded in the accounts, but 
the resulting “reduction”, “deferment’’, 
or “saving” of tax did not alter the net 
profit figure, since the taxes affected in 
such a case were the personal income 
taxes of the owners rather than the taxes 
payable by the business enterprise. If 
“profit before income taxes ‘ was the final 
significant figure, the incorporated busi- 
ness and the unincorporated business 
would be equally free of the accounting 
problem. For many people, however, 
the significant figure on the income state- 
ment is the profit after corporate income 
taxes, and so the effect of variations in 
the amount of taxes payable from year 
to year must be given serious considera- 
tion. 


Last Call for Winnipeg 


IHE Annual Conference of the Can- 
adian Institute is but a few weeks 
off, and our Manitoba hosts are now busy 
putting the last touches to the canvas. 
As readers probably know by now — it 
will not be for lack of notice in pre- 
vious issues if they do not — this year’s 
annual conference will be on a different 
pattern from its predecessors. There 
will be no lack of opportunities for en- 
tertainment and purely social activities 
but on the professional side the principal 
feature is to be the variety of topics for 
discussion, some in general session, more 
in panel discussions. A large attendance 
and widespread participation in the dis- 
cussions are expected. Members who 
have not yet committed themselves to 
join their fellows (and sisters) at Win- 
nipeg have still time to do so. 














The Role of the 
Purchasing Agent 


By Kenneth E. Gray, B.Com., M.B.A., C.A. 


The purchasing agent’s influence on 
inventory levels has a marked effect on the national economy 





7: influence a purchasing agent has 
on the financial structure of his 
company depends upon what respon- 
sibilities he is given in his company, 
which in turn depends upon the at- 
titude of top management to the func- 
tions of the purchasing department. 
If the duties of the purchasing agent 
are merely to see that the goods as 
ordered by the top management arrive 
on schedule, that they are properly in- 
spected and stored away until called 
for by the production or sales depart- 
ment, then obviously the purchasing 
agent has very little influence on the 
company’s finances. The extent to which 
management considers the purchasing 
function coordinate with engineering, 
production, sales and finance, determines 
the influence that the purchasing agent 
has on the financial position of the com- 
pany. That is only natural; he cannot 
have influence and effect without au- 
thority. The extent of his authority and 
responsibility is one determining factor 
in his influence; the other determining 
factor, equally important, is how he uses 
this authority, how he thinks and asserts 
himself for the benefit of the company. 
It must be an active not a passive au- 
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thority if he is to influence his com- 
pany’s success to the extent that he 
should. 


Function of the Purchasing Agent 

For the purpose of this discussion I 
define purchasing as that administrative 
function which has to do with all of 
the integrally related steps in the acqui- 
sition of material, from participation in 
the determination of the nature of the 
item and its rate of scheduled usage, to 
direct responsibility for inventory con- 
trol, actual purchasing (such as selec- 
tion of vendors, negotiating with them, 
placing and follow-up of orders), and 
receiving and storing goods prior to is- 
suance to the production or sales de- 
partments. 

According to Harry L. Erlicher, vice- 
president in charge of the purchasing de- 
partment of the General Electric Com- 
pany, “the purchasing agent’s ability to 
obtain the right materials is taken for 
granted, and his obligations go far 
beyond this responsibility. | He must 
work with the production planners, de- 
sign engineers and research; he is ex- 
pected to contribute top-level thinking 
to new products, new processes, new ma- 
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terials, and new sources of supply. In 
the effort to provide a better, yet less 
costly, product he must be alert for value 
in every phase of the operation.” 


It must be his responsibility then to 
see if he can substitute a less expensive 
material for a more expensive one, re- 
design the articles so that standard ma- 
terials and sizes can be used instead of 
specials, determine if the company would 
be better off making component parts 
rather than buying them, or, vice versa, 
buying them rather than making them. 
It is the task of purchasing agents to 
question the use and cost of every article 
of material that the company buys with a 
view to reducing the end cost of the 
product. 


Financial Position 
of Company and Suppliers 


It is essential that a purchasing agent 
know the financial situation of his com- 
pany, how big an inventory it can fi- 
nance with its existing capital, what 
terms it can afford when it comes to 
settling dates of payment for merchan- 
dise purchases, and so on. 

This is information that he should ob- 
tain from the financial head of the com- 
pany, not information that the purchas- 
ing agent should prepare himself. It is, 
however, information that he should ob- 
tain regularly as the financial picture of 
the company changes. The finances of a 
company are one of its most volatile ele- 
ments and one which should never be 
taken for granted. A check of the finan- 
cial picture before any major buying ex- 
pedition may save much confusion and 
financial embarrassment. 

It is equally important that a purchas- 
ing agent know the financial position of 
his suppliers. It is more likely that the 
terms of contracts as to delivery dates, 
quality of material, dates of payment, 
etc., will be lived up to when the sup- 
plier is in a financially sound position. 
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The purchasing agent’s interest in the fi- 
nancial structure must therefore be two- 
fold — that of his own company and 
that of the suppliers. 


Influence on Inventory 


It is obvious then that the influence 
that the purchasing agent will have on 
the financial structure of his company 
will be through his effect on the inven- 
tory of the company. 

This effect can come about in two 
ways — 

1. Through the size of the inventory, 
that is the dollar investment in ma- 
terials and supplies, and 

2. Through the effect of the inven- 
tory on the profits of the company. 


The size in dollar terms of a com- 
pany’s inventory is determined in large 
measure by the type of goods in which a 
company deals. Thus a baker can buy 
flour weekly, sell his produce daily and 
have very little money tied up in inven- 
tories. A manufacturer of fur coats on 
the other hand must buy his skins once 
or twice a year as the skins are harvested 
and offered for sale. Within such broad 
limits however there is plenty of scope 
for individual management of a com- 
pany’s inventory. The company can 
commit itself for a six months supply of 
goods so that there will be no interrup- 
tion in production schedules because of 
lack of material, or it can order on a 
hand-to-mouth basis as selling orders 
come in. The purchasing agent can be 
very astute at keeping the inventory 
turning over quickly, making sure that 
no small lots of merchandise or ends are 
left in stock but are got rid of at some 
price. He can take care that inventory 
is not bought because of a favorable 
price, only to find that the company can- 
not use it in its process for some months 
and the goods must therefore tie up 
space and working capital for an in- 
definite period. He can assure himself 
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peg. 


that quantities of the same item are not 
scattered through several storerooms re- 
sulting in unnecessary duplication. 


Remember that the greater the inven- 
tory and the more funds of the com- 
pany that are tied up in financing it, the 
less funds there are consequently for 
paying dividends to shareholders, for 
financing an expanding sales volume or 
for buying new plant and machinery. 
There is a limit to the finances of 
every company, and if too great a pro- 
portion of a company’s capital is tied 
up in inventories it means that some 
other financial aspect of the company 
must suffer. As a rule, inventories are 
the largest single factor in the current 
assets and working capital of a company. 
There is therefore an obligation on the 
shoulders of the purchasing agent to 
see that his job is done properly to keep 
inventories at the lowest level commen- 
surate with economical purchase lots and 
production requirements. 


Every purchasing agent will have a 
different job in this regard depending 
upon the circumstances of his particular 
company. His job will vary too as 
market and production conditions change. 
It is a never-ending task requiring con- 


stant attention to conditions within his 
company and withovt. 


Effect on Profits 


What effect has inventory, and there- 
fore the purchasing agent, on the profits 
of a company? 

There are the obvious factors of the 
cost of carrying inventories — costs, 
such as interest paid to the bank to fi- 
nance them, storage and handling, de- 
terioration of the products, etc. Al- 
though I am only mentioning these I 
do not mean thereby to belittle their in- 
fluence cn a company’s profits. They 
can make the difference between a suc- 
cessful or an unsuccessful company. 

There is the more important factor of 
the price at which the purchasing agent 
is able to get goods the company re- 
quires. As Clifford F. Hood, president 
of the Carnegie Illinois Steel Corpora- 
tion, says “Whether or not a company 
operates with the proper degree of fi- 
nancial success — whether or not it can 
set its own prices at a proper level — 
depends to a large extent on the purchas- 
ing agent’s ability to buy necessary goods 
and services at the right price.” 

By this I do not mean that it is the job 
of the purchasing agent to make profits 
for his company through price specula- 
tions. He is not supposed to be clair- 
voyant or a professional gambler. He is 
supposed to keep material and service 
costs, and hence production costs in so 
far as they are based on material costs, 
as low as possible. 

This requires an awareness by the pur- 
chasing agent of price levels, present and 
expected future, not only of the materials 
currently being used by his company 
but of possible substitute materials. How 
formal the records should be to keep 
track of such prices will depend upon 
the number of different materials with 
which the company deals and with the 
ability of the purchasing agent to remem- 
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ber prices and be aware of the factors 
influencing these prices. A reasoned 
guess of future prices based on avail- 
able knowledge is better than making 
no attempt to anticipate the future. In 
the same manner that the sales depart- 
ment is required to forecast sales condi- 
tions, so must the purchasing agent fore- 
cast purchasing conditions. 

As the National Industrial Conference 
Board Report of 1948 says, “Progressive 
management has become increasingly 
aware of the value of current and per- 
tinent data concerning price supply and 
demand trends and future prospects 
which can be supplied by procurement 
specialists who are in constant touch with 
the market.” 


Influence of Costs on Sales Prices 


Selling prices of a company’s product 
are influenced by costs but they are mot 
controlled by them. Goods sell for what 
buyers think they are worth whether this 
ptice is more or less than cost. In a free 
economy in which we operate no seller 
is entitled to a price which will cover 
his costs. He is entitled only to the 
price that the market will pay for his 
goods and he must absorb any excess 
costs himself. It is the task of purchas- 
ing agents to reduce the costs of a prod- 
uct to as low a point as possible com- 
mensurate with quality. 

To enable a company to control the 
size of its inventory it is essential that 
some form of perpetual inventory system 
be maintained indicating the amount of 
each of the major items of material (a) 
that there is in stock, and (b) that is 
on order and when it is scheduled to ar- 
rive. 

The figures from such a system should 
be formally reviewed at least monthly 
to determine that no item of material is 
getting out of line with requirements; 
whether orders should be cancelled to 
prevent excessive supplies or speeded up 


to prevent shortages and interruptions in 
production schedules. The day of run- 
ning a company by “the seat of the 
management’s pants” is long past with 
our larger and more complicated indus- 
trial companies. Today perpetual in- 
ventory records for at least the major 
material lines of a company are a “must”. 


Control of inventory levels is one of 
the most important problems facing pur- 
chasing agents today. There is the im- 
portance to each individual company aris- 
ing from the cost of carrying such inven- 
tories and the possible losses through 
price declines. 


Effect of 
Inventory Levels on National Economy 


There is the equally important aspect 
of the effect of inventory levels on the 
national economy and on our attempts, 
mentioned earlier, to provide stable em- 
ployment from year to year and during 
the year. 

A recent issue of Fortune magazine 
emphasized this by saying that the “re- 
adjustment” that has been taking place in 
the United States of late has been due 
primarily to inventory readjustments. 
This readjustment has resulted in a drop 
of about 10% in industrial production 
in the United States. If the average 
drop is 10%, think how much greater 
must be the drop in some companies. 
To those who wonder what effect the 
purchasing agent has on the financial 
structure of his company, a 10% drop 
in the national picture of United States 
industry is a fair indication of their col- 
lective influence. 

How can purchasing agents help pre- 
vent such a drop in their own com- 
panies, such a need for inventory liqui- 
dation with its attendant effect on profits 
and finances and at the same time con- 
tribute to stability in the national econ- 
omy ? 

The answer, I feel, is greater em- 
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phasis by purchasing agents on forecast- 
ing material requirements. The sum 
total of the requirement of all producers 
becomes the requirements of the nation 
as a whole or in some cases the world 
as a whole. 

Purchasing agents should therefore 
study the relationship between inven- 
tories and sales in order to reduce the 
need for periodic inventory liquidations 
on a national scale such as we are view- 
ing in the United States today. There 


is no sense encouraging full employment 
by high capital investment in fixed assets 
if the benefits of this policy are to be 
offset by irregular inventory investment 
policies. Purchasing agents, with their 
influence on inventory levels, have great 
effect on the financial structure of the 
national economy. 

The influence of purchasing agents 
company-wise and nation-wise can be 
considerable, and if properly exerted 
can benefit us all. 


TIMETABLE OF OCTOBER 1954 UNIFORM EXAMINATIONS 


The Board of Examiners-in-Chief gives notice that the 1954 examinations 
of the Institutes of Chartered Accountants in Canada will be written according 


to the following timetable. 


The morning sessions will be from 9 a.m. to 1 p.m. 


and the afternoon sessions from 2 p.m. to 6 p.m. 


Wednesday, October 13 


Morning Session — Final Accounting I 
Afternoon session — Intermediate Accounting I 


Thursday, October 14 


Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 


Friday, October 15 


Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 


Monday, October 18 


Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


Tuesday, October 19 
Morning session — Final Auditing II 


Wednesday, October 20 
Morning Session — Final Auditing III 








Ontario Premier's 
Tribute to Chartered Accountancy 


The address of Premier Leslie Frost of Ontario at the 
opening of the Chartered Accountants Building in Toronto on May 27 





I WELCOME the opportunity of being 

at this function attending the open- 
ing of the new Chartered Accountants 
Building. The profession of chartered 
accountancy has played an important role 
in our development as a nation, and the 
new building, the first to be erected since 
the profession received its charter nearly 
75 years ago, is an outstanding land- 
mark in the history of your profession. 
It is indeed a pleasure and a privilege 
to participate on this memorable occa- 
sion. 


Accountancy’s Canadian Beginnings 

Historically, the Institute had its be- 
ginnings with the early development of 
Canada as an industrial nation. The year 
1879 saw the founding of the Institute. 
The year before, 1878, saw the return of 
Sir John Macdonald to power on the 
platform of ‘The National Policy”. No 
doubt this policy, which became historic 
and was based upon industrial develop- 
ment and growth, had its genesis as much 
in the heart and ambitions of the Can- 
adian people, of which Macdonald was 
an almost infallible interpreter, as in the 
mind of that great political leader who 
introduced it. Confederation a decade 
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before had given Canada for the first 
time a national status and outlook. This 
young nation had the example of the 
development in the country to the 
south. ‘Its own imaginations were fired. 
What our great neighbour could do, 
we could do. So the national policy 
embodied and emblemized what the 
people of that day thought and dream- 
ed. It was the beginning of a great 
new land and a power to be reck- 
oned with. Since that day great changes 
have taken place, including great changes 
in point of view. The national policy 
of 75 years ago in its details is history, 
but the national consciousness and ideals 
of Canada and Canadians are very real. 
Our national policy now is confidence in 
our country, our future, and our way of 
life. 

I shall not dwell on the history and 
growth of this organization. Others are 
better qualified than I. It is sufficient to 
say that in 1879 when the founders of 
the Ontario Institute met in a one- 
roomed office at an annual rental of $80 
Canada had become a nation in name, 
but Donald Smith was still to drive the 
golden spike in the railway which was to 
span and unite the far-flung communi- 
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ties of this nation. The Provinces of 
Saskatchewan and Alberta were a gen- 
eration away. We were a country of 
scattered communities barely having 
scratched the fine farm lands and the 
mighty mineral resources lying beneath 
the surface. Your membership was small. 
At the turn of the century there were 
but a few hundred chartered accountants 
in all of Canada. 


The growth of this Institute is to an 
extent an index of our development. 
With the first World War, Canada’s in- 
fant industries proceeded apace, and with 
this demands were made upon the ac- 
counting profession for increasing num- 
bers of qualified men and women. 
Through the 20’s and 30's, despite set- 
backs, this development continued, and 
in the last 15 years our social and eco- 
nomic growth has been unrivalled by any 
other nation in the world. Our, popula- 
tion growth has been rapid. In the last 
seven years the population in Canada in- 
creased by over 17% and that of Ontario 
by nearly 20% — a substantially greater 
tempo than that of our neighbour to 
the south. Our economic expansion has 
been spectacular. In the last 15 years 
Canadians have invested over $38 bil- 
lion in developing natural resources, ex- 
panding and equipping plant facilities, 
building homes, schools, highways, and 
other facilities. Last year, we invested 
approaching $6 billion or over 23% of 
our gross national product in the expan- 
sion of the nation’s capital stock. 


A Land of 
Opportunity and Stable Government 


In carrying out this expansion we are 
heartened by the fact that people in other 
countries look upon Canada as a land 
of opportunity and stable government 
and are prepared to invest their savings 
in the development of our resources. At 
the same time it is well to keep in mind 
that foreign capital in recent years has 


contributed a much smaller share of our 
financing than in any earlier periods of 
our history. About 85% of the money 
required for our domestic capital pro- 
gram has been provided by Canadians. 
Moreover, for the last 20 years Canada 
in the main has been a net exporter of 
capital. Canadians have been investing 
more abroad than the people in foreign 
countries have been investing in Can- 
ada. That is a sign of our growing ma- 
turity. 

When I say that the Canadian Insti- 
tute of Chartered Accountants has pro- 
gressed in lines with industrial Canada, 
may I point out it has grown to an or- 
ganization of over 6,000 chartered ac- 
countants. The Ontario Institute in 15 
years has increased from 845 to over 
2,300 at the present time. Its growth 
is a reflection of the quickening tempo of 
Canadian development, the expansion of 
large-scale corporate enterprise, and the 
growth and complexity of Canadian 
business. 

I am glad to say that the Institute has 
resisted the temptation to gain numerical 
strength at the expense of reduced stand- 
ards of proficiency, but instead has ex- 
panded its facilities in order that the 
need for trained accountants may be met. 
Study courses have been geared to the 
new needs and demands, and improved 
standards have been established. 

In recognition of the necessity of set- 
ting up minimum acceptable standards, 
the Legislature passed in 1950 the Public 
Accountants Act, which regulates the 
practice of public accounting in the 
Province and prescribes a minimum 
standard of qualifications for those en- 
gaged in this important work. 


Indispensable 
Role of Chartered Accountants 


In all of this phenomenal development 
in our country the chartered accountants 
have played an indispensable part, for 
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with the growth of public and corporate 
enterprise has come a pressing need for 
financial advice, control, and verification. 
In response to that need, the character 
of accounting has been broadened with- 
out sacrificing the personal responsibility 
for maintaining accurate records and 
honest reporting. The certification by a 
chartered accountant at the end of a re- 
port has become through the years a 


With the growth of business, with ex- 
pansion in nearly every phase of our 
country’s life, with the expansion of Gov- 
ernment, there is a need, and indeed a 
pressing need, for increased efficiency in 
both public and corporate enterprise. We 
are going to live in a world of increas- 
ingly greater competition. We shall see a 
raising of standards of living in other 
parts of the world and with this an in- 





Or’ May 27 nearly 800 members of the Institute of Chartered Ac- 
countants of Ontario attended a luncheon at the Royal York 


Hotel to mark the official opening of the Institute’s new office building. 

Principal speaker was Hon. Leslie M. Frost, Q.C., LL.D., Prime 
Minister of the Province of Ontario, who, though still recuperating 
from a recent illness, travelled specially from his home in Lindsay 
to fulfil this engagement. Other head table guests included Hon. J. 
W. Pickup, Chief Justice of Ontario; Fred C. Gardiner, Q.C., 
Chairman of the Toronto Metropolitan Council; W. F. Williams, 
F.C.A., O.B.E., Director of Taxation, Dept. of National Revenue; 
O. E. Lennox, O.C., Chairman of the Ontario Securities Commission; 
senior representatives of the chartered banks, trust companies, and 
several industries. Also at the head table were C.1.CA. president, 
Walter ]. Macdonald, F.C.A., and the Executive Committee of the 
Canadian Institute, Rosaire Courtois, C.A., president of the Quebec 
Institute; I. E. Laws, C.A., president of the New Brunswick Institute; 
and the presidents of other accounting societies. 

At the conclusion of the luncheon, guests were taken by bus to the 
Chartered Accountants Building while ‘members who availed them- 
selves of Toronto’s subway services found that the Bloor Street Station 
was practically next door to their destination. 

In an impressive ceremony Rt. Rev. A. R. Beverley, M.A., D.D, 
Bishop of Toronto, dedicated the building. Then Mr. Frost turned a 
gold key in the door and declared it officially open. 

Recent graduates acted as guides in conducting tours through the 
building during the rest of the afternoon. 





hall mark of reliability and integrity. 
The chartered accountant has, therefore, 
attained an enviable reputation not only 
as an expert and a wise counsellor but 
as a guardian of the people. New re- 


sponsibilities have been thrust upon this 
profession, but I am confident that with 
its background of accomplishments and 
demonstrated capabilities it will meet 
every test. 


crease in the productive capacity of other 
peoples and nations. All will be com- 
peting in the markets of the world. We 
shall have competition in the needed mar- 
kets for our goods. No longer are we 
going to live in a seller’s market. It is 
more probably going to be a buyer’s mar- 
ket and it is going to be competitive. 
Waste and inefficiency in our systems 
must be eliminated. Cost of production 
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is vital if we are going to market our 
goods, and upon this depends the main- 
tenance of our standard of living. 


In the cost of production is, of course, 
the cost of government which has such 
a direct bearing on taxes which are part 
of the cost of production. All levels of 
government must keep an eye on increas- 
ing efficiency and economy both in col- 
lecting and spending the taxpayer's dol- 
lar. From a government standpoint this 
is a continuous problem. It is never 
static. It is progressive and the more 
so because of our great expansion. 


In Ontario the last dozen years have 
seen unbelievable and indeed phenomen- 
al development and change. __ Largely 
through income arising from the growth 
of our Province both our revenues and 
our commitments have increased three- 
fold in so short a time. During the last 
12 short years the fiscal responsibilities 
of our Province accumulated from the be- 
ginning of our history to that date have 
been multiplied by three. A budget on 
ordinary account of $120 million has be- 
come $375 million. 

Methods, procedures, 


and require- 


ments of business of today have little 
relationship to a short decade ago. Pro- 
cedures which have appeared to be ade- 
quate have become outmoded almost 
over night. Methods adequate for today 
are outdated tomorrow. Our job is to 
be constantly alert for the best, for the 
most efficient ways of doing business. 
We must never be satisfied there is not 
a better way. We must be soundly and 
practically critical so that we keep vigor- 
ously alive the urge for betterment. 


In all of this, the Institute has its 
place. In government and corporate ser- 
vices we are turning more and more to 
the good accountant, the expert and wise 
counsellor who can point to the better 
way, to the profession which is the hall- 
mark of reliability and integrity, to the 
profession that can be a guardian of the 
people both in business and government. 


It is a pleasure to bring congratula- 
tions to you on 75 years of useful- 
ness, to take part in the opening of the 
new building which will shortly be dedi- 
cated, and to wish you well in your work 
for the coming years. 


THE CANADA YEAR BOOK 1954 NOW AVAILABLE 
The 1954 edition of the Canada Year Book has just been published by the Information 


Services Division of the Dominion Bureau of Statistics. 


It brings up to date the regular 


chapters dealing with the institutions and the economic and social development of the 


nation. 


construction in Canada, post-war financial policy, and Crown forests. 


In addition, this issue gives special attention to Crown corporations, pipe-line 


Another feature is 


the large, folding map of Canada placed in a pocket on the inside back cover. 
Copies may be purchased from the Queen’s Printer for $3 each. 
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How Accountancy Influences 
Credit Policy in Industry and Business 


y George Moller, D.Jur., C.A., R.I.A. 


With the transition from a seller’s market to a buyer’s 
market the internal accountant can help in formulating credit policies 





Ov theme is usually not in the lime- 
light of accountancy attention. The 
practical necessity of facing day-to-day 
problems in a fast-changing economy 
focuses attention on fields of endeavour 
which in the past decade have been taken 
for granted and have not been explored 
or developed. The following discussion 
has been born out of the need for re- 
vitalizing various aspects of credit man- 
agement and re-integrating them with 
sales and accounting activities. When 
one re-examines relations like these, it 
can be surprising how many unexpected 
angles to the problems will appear and 
how solutions can be arrived at. The 
following is an attempt to review old 
issues from a fresh and unbiased view- 
point: 

There have been statements in recent 
months that the sales apparatus of many 
industries and distribution organizations 
is not up to date, that enterprises have 
been pampered by the lush time of a 
seller's market, and that selling activities 
have deteriorated as limbs deteriorate 
when not used vigorously. Parallel to 
this development, the treatment of credit 
management could perhaps be mentioned 
as another neglected field of industrial 


and business enterprise. Credit has lost, 
during the years from 1940 to roughly 
1952-53, the great importance which it 
had in the general economy during pre- 
war times (I don’t want to use the word 
“normal” times because no one knows 
what “normal” really means). It became 
very easy to be a credit manager in many 
companies; in fact, I have found out re- 
cently that some corporations have dis- 
posed of their credit managers because 
they consider the position superfluous 
under the circumstances. Im any case, 
the credit management has become very 
much simplified in this period for various 
reasons :— 


The Lush Years Gone 


First of all, the seller had a possibility 
of picking his customers to a large ex- 
tent. If, for instance, an enterprise had 
a quota of steel to sell in any one form, 
it chose to sell it to customers who could 
claim either that they were old establish- 
ed customers or that they had defence 
orders with priorities. | Although the 
seller had to fill the orders he had al- 
most full assurance that he would be paid 
under the circumstances. Being in the 
saddle he could choose his terms of 
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credit. Cash discounts in some lines 
were abandoned because people said it 
was not necessary to cut one’s profits by 
1% or 2% by giving an incentive for 
paying faster. All these conditions nat- 
urally took a very definite about-face a 
year ago or half a year ago, and credit, 
all of a sudden, has become a very im- 
portant aspect for any organization which 
has to sell its products or services. It is 
now becoming an important tool in sales 
activities. We are faced with increasing- 
ly sharp competition which makes every- 
body try to take as many customers into 
his orbit as possible. | Therefore, by 
selection towards the worst, those cus- 
tomers who are still available and have 
not been fully taken care of are those 
where the credit risk probably is not the 
best. 


We should not overlook the additional 
fact that all these factors usually tend to 
compound. We readily realize that many 
enterprises were started in the war years, 
particularly the early war years, and 
were not all equipped with a very large 
amount of capital. The accumulation 
of capital through profits was rather 
limited because of severe taxation; but 
as long as the climate of our economy 
was almost uninterruptedly favourable, 
the risks did not become too big unless 
the owner or management withdrew too 
much of the money for living expenses. 
The profits of the business were, by and 
large, assured and were mostly sufficient 
to keep even the marginal operators alive. 
The need for more production naturally 
tended to keep prices up. When prices 
are at a high level usually even the least 
efficient operator is still getting by and 
sometimes making a modest profit. 


Speaking generally, we are now faced 
with two new aspects in business: (1) 
competition forces us to seek out even 
weak credit risks and (2) these risks 
have become still worse through the 
change in the economic climate. Here 
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again, we have a compounding set of 
circumstances. This picture, generally, 
is the reason why I have chosen to try to 
develop aspects of influence of account- 
ancy on credit policy and management. 


Confidence is the Basis of Credit 


We should start out, I think, with a 
definition of the “credit system”, taken 
from the Columbia Encyclopedia: 


The credit system is founded on the 
lender's confidence in the borrower or his 
collateral and general possessions. The 
chief function of credit is the transfer- 
ence of capital from those who own it 
to those who can use it in the expectation 
of profit exceeding the interest on the 
loan. Thus credit increases the productive 
power of capital. Credit permits the ex- 
change of commodities without the use 
of cash or with the use of very little cash; 
but credit dissolves with lack of confidence, 
helping to cause economic crises, panics, 
and depressions. 


In this general definition, which was 
not coined yesterday but is the general 
and lasting encyclopedia definition, we 
emphasize that credit dissolves with lack 
of confidence, helping to cause an eco- 
nomic crisis, panic, and depression. It is 
acknowledged even in the basic definition 
that the handling of credit in the econ- 
omy as a whole has a great influence 
on the swing from “boom to bust”, to 
state it very plainly. The handling of 
credit may be ultimately one of the fac- 
tors which decide whether we are con- 
tinuing to grow and expand in our econ- 
omy or whether by lack of confidence 
and by compounded restriction we will 
hamper business. If all at once all credit 
granters tried to rush out of one door 
it would cause panic in the same way as 
if fire broke out in a theatre and every- 
one wanted to get through the exit at 
once. This kind of situation can develop 
in the credit field in the case of, let us 
say, a wholesaler who has several manu- 
facturers supplying him with merchan- 
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If all these manufacturers want 


dise. 
their money back at one time or decide 
to restrict the wholesaler’s credit line, the 


latter will become insolvent. Such a 
move would probably occur at a time 
when the wholesaler is saddled with 
more inventory than is healthy for the 
volume of his normal transactions but 
would be particularly embarrassing when 
coming at a time when his normal 
volume has shrunk. So again we en- 
counter a very vicious compounding of 
unfavourable circumstances. These cir- 
cumstances, of course, could force firms 
out of business which are quite sound 
but which, having extended their credit 
in a favourable climate, naturally can- 
not withstand concerted pressure laid 
upon them at the same time. 


The Role of the Accountant 


All the considerations which I have 
so far tried to put into focus are of an 
economic nature and have, strictly speak- 
ing, nothing to do with accountancy. 

What is, therefore, the possible influ- 
ence of the accountant on the formula- 
tion of a credit policy in enterprises? 
In our role of accountants, we have the 
double function of keeping the records 


Customer’s Name 


CREDIT STATUS 


Credit Limit: 1000 (April 1953) 


Actual 


High Credit: 1200 (Nov. 1953) 


Paying Habits: (Give details of any delays) 


Pays once a month — average 45 days 


keeps his word 


Terms 
Net 30 days 0 


D. Draft: 
Net 30 days. Cash W/O 


coD: O | 


Joe Doe 


Source of Information 


Dand BO 


Credit Approved for this Order 
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straight and at the same time of help- 
ing management to make decisions on 
policy based upon these reports or rec- 
ords. In this new situation accountants 
will have many occasions to provide in- 
formation on aspects which have been 
pushed into the background in the years 
1940 to 1952. 


Accounts Receivable Records 


The sphere in which the accountant 
can be of greatest assistance to the credit 
manager lies in the record-keeping field. 
It is desirable to keep the accounts re- 
ceivable in such form that this record 
can be concurrently used as the basis for 
the credit-granting decisions by the 
credit manager. To cite from the prac- 
tice with which I am familiar at present, 
we have installed our accounts receivable 
records on the unit accounting basis 
maintained in individual files. We also 
put each customer’s credit record in these 
folders. These are standard forms and 
provide for riders indicating due dates 
and the sending out of collection letters. 

When an order which has to be credit- 
approved is received, it goes to the ac- 
counts receivable clerk who puts a stamp 
on the order form (see below). He com- 


May 3/54 
Outstanding 
3/25 200 due 

4/3 300 
$500 
Booked 
Order 
4/10 


E 2% 


Bank] ‘Experience 1] 


50 
400 


$1200 


(Credit Manager's 
initial ) 


ESTIMATED VALUE — THIS ORDER: $400 
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pletes the stamp in accordance with the 
information contained on the customer's 
credit record and the current unpaid in- 
voice file. Equipped with this informa- 
tion, the order then passes over the desk 
of the credit manager who, in the vast 
majority of routine cases, can put his 
approval on the order without a further 
inquiry. In the few remaining cases, the 
obtaining of additional information will 
be required, particularly if the paying 
habits indicate specific caution or if the 
new order substantially exceeds the credit 
limit or the actual highest credit ever 
recorded. A list of AA accounts which 
are approved for credit without question 
enables the clerk to release orders from 
these customers directly without refer- 
ence to the credit manager. 


This system places all responsibility for 
clerical functions on the accounting de- 
partment and, in several years of experi- 
ence with this system, I have seen only 
the best possible results. It is, of course, 
a far cry from the obsolete system under 
which the credit manager kept his own 
full credit record on each customer. Pres- 
ent competitive conditions enforce the 
closest cooperation between the account- 
ant and credit manager, as the order must 
not be held up for credit approval any 
longer than is unavoidable. Several 
short-cuts have been installed to enable 
the operating department to start filling 
an order concurrently with the examina- 
tion of the order’s credit worthiness. The 
accountant can do his share by fast and 
reliable work in his department. He 
can also assist the credit manager by ad- 
vice on how much it would cost the com- 
pany to extend credit terms or grant cash 
discounts in view of the financial situa- 
tion of the company, money market, 
credit risk, and collection expense. 


New Importance of Direct Costing 


As long as the question in setting 
prices was invariably “how much profit?”, 


the direct costing technique did not en- 
ter management thinking too much. It 
was more a matter of debate and discus- 
sion in professional accounting circles 
than in management magazines or The 
Harvard Business Review. With the 
sharp competition and the diminishing 
profit margins, combined with shrinking 
volume at the same time, the question 
now often arises: how much will a cer- 
tain order contribute to the period over- 
head instead of how much profit will it 
yield? 

The question of direct costing has also 
a bearing on credit policies although 
perhaps a rather distant-looking one. A 
firm has customers whose credit is not 
first-class. Naturally, credit management 
is not much concerned with nationally 
known concerns whose credit is indisput- 
able, but rather with those firms which 
have a rating in Dun & Bradstreet of 
2X or 3X, in other words, financial 
strength unknown and volume of busi- 
ness from $75,000 to $500,000 or $10,- 
000 to $75,000, respectively. These 
businesses or enterprises with estimated 
financial strength below $5,000 or, still 
worse, without any rating are the main 
concern of the credit manager. The 
credit manager has a decision to make 
whether credit will be granted or not, or 
an order adopted or not. How may the 
accountant or cost accountant advise him? 


Let us assume that the product we 
sell to this doubtful customer is a prod- 
uct on which direct costs are 70% of 
the sales price. These costs are material, 
direct labour, and variable overhead, ex- 
cluding the fixed overhead and profit. 
Thus, 30% of every dollar’s worth which 
we sell to this particular customer would 
not be earned at all if the sale had been 
refused on account of credit. 


If we succeed in selling this customer 
more than three times and collecting 
more than three times the monthly bal- 
ance, assuming that this customer buys 
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monthly, we have certainly made no mis- 
take in continuing this risk, because up 
to the third sale we have already recov- 
ered 90% of the monthly volume. In a 
sense we have created a reserve fund or 
a self-insurance for this particular cus- 
tomer which permits us from there on 
to continue our business connection with 
him without interruption. Out of the 
excess over direct costs we have accumu- 
lated a sufficient fund to prepare our- 
selves for the shock if and when the one 
monthly balance will remain unpaid. 


Now in some enterprises the total of 
these doubtful customers may mean the 
difference between breaking even and 
earning a profit. These sales may just 
constitute the volume which is needed to 
produce a profit in excess of the recovery 
of all expenses. 


There are certain items which have to 
be taken very carefully into account when 
making decisions like this. First, the 
management accountant has to be sure of 
his direct costs. He has to know pretty 
clearly how much there is left out of 
each sales dollar in this particular cus- 
tomer’s requirements for forming this 
trust fund or self-insurance fund. Second- 
ly, he must ask himself whether this cus- 
tomer is buying within the framework 
of his immediate needs. Will he turn 
over this amount within the normal 
credit terms, which may be 10 days, 30 
days, or 60 days? As long as he turns 
over the merchandise within the credit 
term the business is normal. We do not 
wish by any means to contribute to the 
security of other creditors, a very im- 
portant consideration to which we will 
revert later on. 

We have to be sure that we are not the 
last link in a chain of suppliers and are 
being taken advantage of by being fav- 
oured with a large order after everyone 
else in the line has already supplied 
goods without being paid. Sometimes 
the only reason for a customer giving 


Dr. George Moller, D.Jur., C.A., 
R.I.A., one time secretary to the 
Bohemian Union Bank in Czecho- 
slovakia, came to Canada in 1940 
and was admitted to the Ontario 
Institute in 1946. He is now 
treasurer of Robertson-Irwin Ltd. 
in Hamilton, a director of several 
Canadian corporations, and is a 
member of the Controllers’ In- 
stitute of America and chairman 
of the Legislation Committee of 
the Society of Industrial and Cost 
Accountants of Canada. 





an order is that he has exhausted his 
credit with others and is probably pay- 
ing those others from the revenue or re- 
ceipts that he will make out of the mer- 
chandise which the last one in the chain 
sells him. ‘This can be sometimes ascer- 
tained if one uses, with discretion, 
information from Dun & Bradstreet, 
Creditman’s Association, local credit as- 
sociations, and the bank reference. There 
exists in some lines an exchange of 
credit information, carried out in an 
anonymous way. It is thus possible to 
ascertain in some cases whether the new 
customer who appears as a rather doubt- 
ful credit risk is already indebted to other 
suppliers in the same line or whether he 
is a legitimate new credit seeker. 


Interpreting 
Customers’ Financial Statements 


The management accountant can 
provide further help for the credit man- 
ager by interpreting the financial state- 
ments, if those are available, of the 
credit seeker or of the potential cus- 
tomer. Normally, the credit manager 
will be a keen analyst of financial state- 
ments but will often look most closely 
at the balance sheet of his potential cus- 
tomer. The management accountant, on 
the other hand, will be going with the 
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trend in accountancy and look more at 
the profit and loss account and, if pos- 
sible, the profit and loss accounts over 
several periods of the potential credit 
seeker. Why is there a distinct differ- 
ence? I think the diversity in approach 
is to be found in the importance of the 
development in any one enterprise con- 
trasted with the static status of the en- 
terprise. Somebody may have a nice and 
quite satisfactory balance sheet at Decem- 
ber 31 of any one year, but he may be 
in a very difficult situation in April or 
May of the following year. His bal- 
ance sheet was still good but the last 
profit and loss account showed a loss 
which, though quite bearable with the 
substance in the business, could mean a 
very dangerous development in the mak- 
ing. 

Then, again, the management account- 
ant can render some assistance and ad- 
vice in a staff function to the credit man- 
ager or management in setting credit 
policy. If a company is continuously 
losing money over the most recent 
periods, then of course even a relatively 
good balance sheet will not be a satisfac- 
tory basis for extending credit. 


Bank References 


The credit manager can also receive 
some assistance from the financial ac- 
countant in studying a company’s rela- 
tions with the bank. Very often credit 
decisions are based at least as much on 
the bank reference as on Dun & Brad- 
street or Creditman’s Association reports. 
I dare to make the statement that un- 
critical reliance upon bank references is 
a rather risky tool for use in credit ex- 
tension. I think that it would do no harm 
if the financial accountant were to review 
the position of the prospective customer 
in relation to his banker. 


The banks are in a position, through 
three possibilities of s. 86 and/or 88 of 
the Bank Act and the individual assign- 


ment of book debts, to tie up the liquid 
resources of the customer enterprise to 
such an extent that if the bank decides 
to put an end to the credit relationship, 
the mere supplier who is an ordinary 
creditor has little chance of recovering 
a substantial part of his balance. No- 
body wants to accuse the banks in any 
way of colouring references conscious- 
ly on a large scale. However, there have 
been cases in recent months where small 
branch managers have given rather fa- 
vourable references on customers who 
have a hefty debit balance in the bank's 
books because it was in the interest of 
the bank to keep this enterprise going. 
This interest in itself could be quite legiti- 
mate, except that it was also in the in- 
terest of the bank to increase, if possible, 
the inventory of a particular enterprise 
on an open credit basis from suppliers 
because this inventory, based on s. 88, 
may have been the first collateral of the 
bank. In a case quite recently, merch- 
andise shipped on Monday, and natural- 
ly not paid for, became on Tuesday the 
collateral of the bank which had just 
stopped payment on the cheques of this 
particular customer. 

It may be beyond the framework of 
this discussion, but I think that in the 
public interest there is a demand for 
some compulsory statement in a bank ref- 
erence as to what extent, if any, this 
bank had accepted collateral or other 
securities for its loan to this particular 
enterprise. This is perhaps similar to 
the compulsory information given in the 
U.SA. to the S.E.C. on shareholders or on 
the income of the directors. It would 
be something like a public record and 
warning to the unsuspecting supplier 
about the situation into which he is per- 
haps led by some rather non-committal 
information on the enterprise. Here, 
again, the financial accountant, being on 
good terms with his own bank, could 
influence the obtaining of realistic ref- 
erences from the customer’s bank. 
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Customer Should 
Furnish Financial Data to Supplier 


As the next step, we would state that 
the serious customer looking for an exten- 
sion of credit should take no offence on 
being asked for either a financial state- 
ment or a thorough declaration about 
his status, not only balance-sheet-wise but 
profit-and-loss-wise. 


Indeed, is it not the case that if anyone 
goes to the bank and asks for a loan, he 
naturally expects to be asked for a bal- 
ance sheet and a profit and loss account, 
although the bank may, in many cases, 
receive more than 100% collateral for 
every dollar it lends? Yet the same man 
goes to a supplier, even his main sup- 
plier whose goods or products form 
50% or more of the value of the mer- 
chandise he will sell in turn, and he is of- 
fended if the credit manager or the finan- 
cial accountant asks for the same infor- 
mation which the bank manager has in- 
sisted on. As accountants, we can con- 
tribute to a change in opinion in this 
respect. We can, I think, all become 
conscious of this most important aspect 
of our economy and encourage a less 
sentimental outlook on the part of the 
debtor or customer. We can improve the 
public relation aspect of supplier-cus- 
tomer relationship by encouraging less 
sensitivity on the point of disclosing fi- 
nancial information to the legitimate en- 
quirer. And the legitimate enquirer is, 
I think, any supplier on credit terms. 
Most of us have recently seen lists of 
creditors in bankruptcies which some- 
times show creditors with more money 
outstanding against a customer than the 
bank although the bank figures among 
the secured creditors. Still those credi- 
tors who are suppliers have never seen 
and never dared to ask for a financial 
statement or profit and loss account of 
the company. I can say so because it 
happened to myself. We had not found 
it advisable to ask for such information 


and were then surprised to see a com- 
pany in bankruptcy not more than two 
or three weeks after the last shipment to 
them. 

It is therefore quite interesting for an 
accountant to take a look at the credit 
policy of his company, although he may 
be completely divorced from credit man- 
agement in its direct activities. 


Statistics 

The last, but not the least, assistance 
which the accountant can give to the cre- 
dit manager is in the field of statistics. It 
is very often found that statistics con- 
cerning bad debts or doubtful accounts 
are strongly misleading. I dare to state 
that generally one finds that bad debts are 
shown as a percentage of the total vol- 
ume of sales, which may include a great 
deal of sales to concerns of A-1 rating 
whose credit is beyond doubt. Therefore, 
we should induce management to obtain 
and ask for statistics which show actual 
losses as a percentage of sales on a real 
credit basis, i.e., of sales where a credit 
approval was required before the sale had 
been actually consummated. I think this 
is one aspect that is very seldom looked 
at. 

We have very few statistics on collec- 
tion costs. The collection costs, again, 
are mostly lumped together with the fi- 
nancial costs of other kinds, interest, 
debit interest, and similar expenses. But 
collection costs, particularly in a less fa- 
vourable climate than we have been ac- 
customed to in the last 12 years, can be- 
come a significant cost, particularly if 
not shown against total sales volume but 
against the sales volume of credit busi- 
ness. 

Another rather misleading _ statistic 
deals with the provision for bad and 
doubtful accounts. Again, I would dare 
to say that during the past 10 to 12 years 
our provision for bad and doubtful ac- 
counts was mostly controlled by tax con- 
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siderations. We were not so much in- 
terested in how much we really have to 
write off or provide for but rather in 
how much we could state on our tax 
return. It is necessary now to make 
a strict distinction between actual need 
for write-offs, accounts actually deterior- 
ated to the point of impossibility of col- 
lection or bankruptcy, and provisions 
more in the nature of a reserve for gen- 
eral contingencies in the credit field. 
Naturally, these will be mere statistics 
because probably no one will want to 
forego the possibility of claiming these 
contingency provisions for tax purposes. 


Recovery of Bad Debts 


Another matter which may be import- 
ant is the collection from accounts pre- 
viously charged off. In recent years we 
have not bothered very much if some- 
body went bankrupt. We just wrote the 
account off. Of course we tried to col- 
lect, but I do not think elaborate statistics 
have been kept in any one enterprise as 
to the collections from these accounts 
separated from the provisions for bad 
and doubtful accounts for the new and 
current accounts. The effect is that most- 
ly collections from written-off accounts 
have been lumped together with the new 
provisions, with the effect on the profit 
and loss account thereby reduced. 


A further way in which the financial 
accountant (cost accountant) can be of 
use in setting credit policy is by analyzing 
the bad debts or difficult-to-collect debts 
according to class of product and custom- 
et, i.e., by industry and geographical loca- 
tion. To put it in a concrete way, if I 
have a customer to whom I sell $1,000,- 
000 worth of goods, and another cus- 
tomer to whom I sell $1,000 worth of 
goods, and the second one goes broke 
rather than the first one, it is wrong to 
say that I suffered only about the loss 
of $1,000 of my volume in bad debts. 
These two customers are not of the same 


class or kind, and therefore they should 
be kept separate in looking at the credit 
picture. 

Then and there, I think, the circle 
closes. We should consider the loss of 
business because of unfavourable credit 
decisions. I again submit that statistics 
of that kind were not too important in 
the past and therefore probably do not 
exist. Perhaps it would be worthwhile 
to start keeping them. 


Sell to Doubtful 
Customers Where Direct Costs are Low 


Let me come back to my first submis- 
sion that it may pay to sell to a doubtful 
customer if direct costs are not extremely 
high (I would not suggest it in a case 
where direct costs should by any chance 
be in the 80% or 90% brackets). It 
may be worthwhile to sell a customer if, 
after three monthly turnovers, you have 
a sufficient excess over direct cost to cover 
the full loss of one monthly outstanding 
balance. It is of great value to become 
clear about how much business your par- 
ticular enterprise refused to make for 
credit reasons, thereby waiving this po- 
tential volume and failing to earn this 
precarious excess over your direct cost on 
this specific business. 


For instance, if someone comes and 
makes a statement, ““We have X million 
dollars worth of business and we have 
lost only a few hundred dollars on bad 
debts this year’, he may have established 
an excellent record in 1949 or again 
1951 but may end up with a rather poor 
record in credit policy in 1954. If any- 
body in 1954 boasts about a record of 
that kind, he should be questioned by 
management whether his credit policy is 
not too rigorous. How much business 
did you miss because you were too strict 
in your credit decisions and because the 
credit manager was concerned about one 
thing only — his own direct loss rec- 
ord? He did not cooperate with the 
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sales department and he did not co- 
operate with the cost accountant. The 
latter could have given him some indica- 
tion as to what extent it would have been 
reasonable not to reject this business be- 
cause of the recovery of period costs. He 
could also have shown him the possi- 
bility of accumulating a fund for cover- 
ing bad and doubtful accounts resulting 
from this marginal business. We may 
assume that a more liberal policy would 
have been accepted by management and 
would have improved the credit man- 
ager’s performance in the overall picture. 


Some References 


In closing these rather sketchy outlines 
about the influence of accountancy on 
credit policy, I would like to mention 
a few sources of information on credit 
and credit policy in its increasing im- 
portance for our own particular field of 
accountancy. There is the standard text 
book, “Credit and Collections in Can- 
ada”, now available in a new and re- 
vised edition from which I would like to 
quote some quite significant passages 
about credit and economic conditions:— 


“The Economics of Credit” 
by W F. Lougheed 


The classical assumption of the price 
mechanism was based on the belief in 
the flexibility of prices, i.e., price changes 
would absorb or counteract any changes 
in income. Today with certain prices rigid 
or sticky, and the relative inelasticity of 
demand for many commodities, the role 
of the price mechanism as an agent of 
economic stability is reduced. Consumer 
credit may result in further inelasticity of 
demand as incomes begin to decline. 
Prices do not decline in proportion as in- 
comes decline, and price, cost, and income 
maladjustments are enhanced. Debtors 
whose incomes have been affected by mal- 
adjustments in prices instead of purchas- 
ing goods attempt to retire some of their 
obligations so that their debts are in line 
with their incomes. 


Then more recently, I reviewed ‘‘Busi- 


ness Finance Hand Book” by Lillian 
Doris. This is an American publication 
and therefore, in some aspects, not quite 
applicable to Canada, but it does contain 
a very significant chapter on credit. It 
states :— 


Credit is essentially a sales-promoting 
device — serves as a supplement to cap- 
ital, makes possible the transacting of a 
greater volume of business and conse- 
quently a greater return on investment. 
To the degree that good judgment is used 
profits are increased. 


On goods carrying a relatively high mar- 
gin of profit, greater risks can and should 
be taken, resulting in a higher loss ex- 
pectancy. 

Historically, the volume of production 
and hence the level of business has run 
in cycles. When production is expanding 
and purchasing power is high, there is 
prosperity. On the upswing of such a 
curve, credit may be expanded, and credit 
men can be more liberal in appraising 
risks. At the same time, a watchful eye 
should be kept for evidences of the wan- 
ing of the boom — the piling up of in- 
ventories, decline in department store 
sales, falling off in steel and power pro- 
duction and freight carloadings, and other 
guideposts. When the signs of a decline 
in activity arte observed, a gradual con- 
traction in credit should be effected to 
avoid financial difficulties and excessive 
losses. This is as much a service to the 
buyer as to the seller. When booms pass 
their peaks, business recessions are experi- 
enced, which sometimes dip so deeply they 
become depressions. In a declining econ- 
omy, the credit man must exercise con- 
siderable caution in his credit extension, 
but not to the extent of contributing to 
the acceleration of the rate of decline or 
of unduly affecting his own company’s 
welfare. He should, however, be cautious 
as to those customers who are undercapital- 
ized or insufficiently experienced. They 
are likely to lack the resources or the ca- . 
pacity to survive operating losses. Cus- 
tomers should be advised to curtail inven- 
tories, for just as prices advance in a boom 
period, they decline in recessions, and it is 
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important that losses on falling inventory 

values be minimized. 

Dun’s Review and Modern Industry, 
a new publication which has replaced 
Modern Industry and which is edited by 
the staff of Dun & Bradstreet in the 
United States, brings, in its March 1954 
issue, the following interesting figures: 
in January, 1954 there were 37 casualties 
for each 10,000 businesses listed in Dun 
& Bradstreet. This compares with 26 
casualties out of each 10,000 businesses 
issued in Dun & Bradstreet in 1953. 
Here there is a jump of close to 50%. 
Almost two-thirds of these casualties 
were five years old or less. That under- 
lines the risk of new enterprises as cus- 
tomers. Of the casualties in January 1954 
15% started business in 1953 so they 
were less than one year old; 30% started 
in 1951 or 1952; only 55% were there- 
fore older than three years Thus some 
use of statistics may again be of help 
in forming and carrying out credit policy. 

In a recent article by Peter Drucker, 
called ““What is Our Business?”, which 
by the way also appeared in Dun’s Re- 
view and Modern Industry, the author 
makes a statement to the effect that any 
business has only a right to existence if 
it either brings out a new product or in 
any way, shape or form improves the 
product, not necessarily in quality or 
quantity, but maybe by a new way of 
marketing, merchandising, and distribut- 
ing the product. There I found, to my 
surprise, the further statement that one 
of the innovations which entitles the en- 
terprise to its economic existence could 
be a new insurance policy which makes 





it possible for a business man to do new 
things and to assume additional risks. I 
modestly submit that this new insurance 
policy may well be the direct costing as- 
pect on the granting of credit to risky 
consumers or customers. 


A Summing-Up 

Summing up, I would say that the 
credit policy of each individual enterprise 
will not make economic history but, in 
the same way as in our elections, the vote 
of the majority finally results in the 
election of a government and, in that 
way, sets the policy which governs this 
or any democratic country for a definite 
period. The sum total of the individual 
credit decisions made in industry and 
commerce in Canada may well strongly 
influence the economic development and 
strength of growth in this country. 

An economic enterprise is like a liv- 
ing body. The management are the 
brains directing the efforts by impulse or 
reflex. Money is the life-blood of the 
organization and flows through it, keep- 
ing the trunk and the limbs nourished. 
The finance department is like the heart 
pumping the money into the places where 
it is needed and receiving it after it has 
fulfilled its functions anew, only to be 
pumped into the proper channels again. 
The personnel, one of the most import- 
ant factors in the enterprise, could be 
described as the nerves right through the 
body. This metaphor may duly stress 
the importance which accountancy and 
credit play in the economic enterprise. 
Let us play this role fully and success- 
fully — now, more than ever! 
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Professional Notes 





News from the C.I.C.A. 


COMMITTEE ON 
RECRUITMENT AND TRAINING 

The committee under the chairmanship of 
T. C. Kinnear, F.C.A. met in Toronto on 
June 10 and July 15. 


COMMITTEE ON ACCOUNTING AND 
AUDITING RESEARCH 


The committee under the chairmanship of 
G. G. Richardson, F.C.A. met in Toronto on 
June 21 and 22. It approved publication of 
a supplement to Bulletin No. 6 — The Audi- 
tor’s Report, after studying changes in the 
Ontario Corporations Act affecting auditors. 


ALBERTA 


Maw, Devonshire & Co., Chartered Ac- 
countants, announce the removal of their of- 
fices to 809 8th Ave. W., Calgary. 


Dixon, Wilson, Tubbs & Gillett, Chart- 
ered Accountants, announce the removal of 
their offices to 231 8th Ave. W., Calgary. 


BRITISH COLUMBIA 


C. Barrett-Lennard & Co., Chartered Ac- 
countants, announce that henceforth their 
practice will be conducted under the firm 
name of Barrett-Lennard, Boulton, Provost & 
Co., Chartered Accountants, with offices at 
Ste. 301-4, 402 W. Pender St., Vancouver. 


NEW BRUNSWICK 


H. R. Doane & Co., Chartered Accountants, 
announce the opening of an office for the 
practice of their profession in the Cleland 
Bidg., at Newcastle. 


Maritime Students Conference 
Sponsored this year by the Saint John 
branch of the New Brunswick Chartered 
Accountants’ Students Society, the sixth an- 
nual Maritime students conference took 
place on June 3, 4, and 5. Theme of the 


gathering was “Moulding of the C.A.” and 
among the conference speakers were Prof. 
W. Berman, dean of commerce, Dalhousie 
University; Ashley J. Smith, manager of the 
Royal Bank of Canada at Saint John; C. 
L. King, F.C.A., executive secretary of the 
C.I.C.A.; and G. Kenneth McKenzie, C.A., 
R. P. Adair, and R. A. MacQuade, all of 
Saint John. 

At the banquet on June 4 Hon. Donald 
D. Patterson, provincial secretary-treasurer, 
addressed the gathering on the work of 
his department. 

The conference closed with a Iuncheon at 
the Admiral Beatty Hotel on June 5 at 
which the guest speaker was W. W. B. 
Dick, C.A., newly elected president of the 
New Brunswick Institute of Chartered Ac- 
countants. 

ONTARIO 

Thorne, Mulholland, Howson & McPher- 
son, Chartered Accountants, announce the 
removal of their offices to 9th Flir., 111 
Richmond St. W., Toronto. 

* * * * 


Stone, Smith & Conway, Chartered Ac- 
countants, announce the dissolution of their 
partnership. Messrs Harry A. Stone, C.A,, 
Alex M. Conway, C.A., Cecil L. Anger, C.A., 
and David M. Stone, C.A. have announced 
that they will continue the practice of their 
profession under the firm name of Stone, Con- 
way, Anger & Stone, Chartered Accountants, 
with offices at 21 Dundas Sq., Toronto. 
Messrs Gerald C. Smith, C.A., William R. 
Winston, C.A., and Frank W. Wolman, 
B.Com., M.A., C.A., have formed a partner- 
ship for the practice of their profession un- 
der the firm name of Smith, Winston & 
Wolman, Chartered Accountants, with offices 
at Ste. 622, 85 Richmond St. W., Toronto. 

* * es oe 

Mr Thomas L. Redfern, C.A. F.CLS., 
F.A.C.C.A., announces the opening of an 
office for the practice of his profession at 
15 Ridout St. E., Tillsonburg. 
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Messrs Joseph Kerzner, C.A. and Jules 
Kofman, C.A. announce the dissolution of 
their partnership. Henceforth each will 
carry on practice of his profession under his 
own name with offices at 1016 Eglinton 
Ave. W., Toronto. 


Hamilton and District C.A. Association 


The above association held its annual 
meeting at the St. Catharines Golf Club on 
June 17, 1954. 

The guest of honour, Mr G. E. F. Smith, 
F.C.A., presented the golf prizes after 
which C. K. MacGillivray made a presen- 
tation to Mr Smith on behalf of the as- 
sociation to commemorate the 50th anni- 
versary of Mr Smith’s admission to mem- 
bership in the Ontario Institute. Still active 
in the profession and in community affairs 
Mr Smith is senior partner of the Hamil- 
ton firm of Smith, Metherell, Jackson and 
Webb. He was made a Fellow in 1934. 

Entertainment was supplied by the St. 
Catharines Chapter of the Society for the 
Preservation of Barbershop Quartet Singing. 

The treasurer's report revealed a mem- 
bership of 160. John S. Grant was elected 
chairman of the association for the coming 
year, succeeding R. B. Taylor. 


QUEBEC 
Mr Joshua Millman, C.A., announces the 
opening of an office for the practice of 
his profession at Ste. 918, Castle Bldg., 
1410 Stanley St., Montreal. 
oa . + e 
Mr. Victor Luciani, C.A. announces the 
removal of his offices to 8255 St. Lawrence 
Blvd., Montreal. 


News of Our Members 





Mr Donald S. Sykes, C.A. (Ont.), has been 
appointed to the board of directors of Do- 
minion Electrohome Industries Limited, Kit- 
chener, Ont. 

o ° e > 

Mr Gordon P. A. Elmslie, C.A. (Ont.), 
has been appointed comptroller of the On- 
tario Automobile Co. Ltd., Toronto. 
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Institute of Chartered Accountants of Quebec 
Quebec City Section 


Members of the Institute of Chartered Ac- 
countants, Quebec City section, held their 
annual meeting on May 29 at Le Manoir St- 
Castin, Lake Beauport. Officers elected for 
the 1954-55 year are: president, Jean-Paul 
Bolduc; vice-president, Roland Bédard; secre- 
tary-treasurer, Roger-H. Stanton; Fernand 
Simard, Jacques Laliberté, Arthur Bédard, 
Benoit Gagnon; past president, Raymond 
Fortier. The meeting was followed by a 
cocktail party and dinner. Among the guests 
of honour were representatives of the Facul- 
ty of Commerce — Laval University, Society 
of Industrial and Cost Accountants, Associa- 
tion of Certified General Accountants, and 
Commerce graduates from Laval University 
and from I’Ecole des Hautes Etudes Com- 
merciales de Montréal. 

Last May the Quebec City section also en- 
tertained at lunch M. Alexandre, president of 
“Le Conseil Supérieur de l’'Ordre National 
des experts comptables et des comptables 
agréés de France”. Present at this affair 
were Messrs Francois de Vial, French consul 
for Quebec City; A. Emile Beauvais, C.A., 
past president of the C.I.C.A.; A. J. Dolbec, 
C.A., president of the Quebec City Chamber 
of Commerce; J. A. Towner, O.B.E., C.A., 
general manager of La Banque |’Economie de 
Québec; Maurice Samson, O.B.E., C.A.; Ray- 
mond Fortier, C.A., president of the Quebec 
City committee. 

e o * es 

Pomerlian & Neamtan, Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 1011, Gordon Brown Bldg., 
395 Mayor St., Montreal. 


Mr Harvey Walter Bliss, C.A. (Alta.), is 
the new president of the Calgary Junior 
Chamber of Commerce. 

> 7 s e 

Mr V. H. Smith, C.A. (Ont.), has been 
elected president of the Toronto Chapter of 
the Institute of Internal Auditors. Vice- 
president is Mr. A. E. Stead, C.A. (Ont.). 











ANNUAL MEETINGS OF THE PROVINCIAL INSTITUTES 


Alberta 


The annual meeting of the Institute of Chartered Accountants of Alberta was held on 


June 25, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: A. J. Hamilton 

Visce-Presidents: W. H. Nield, J. P. McClary 

Secretary-Treasurer: A. D. McTavish 

Members of Council: Eric Connelly, G. E. Gee, A. J. Hamilton, J. P. McClary, A. D. 
McTavish, W. H. Nield, C. A. Richards, J. G. Simonton, J. A. Williams. 
Representatives on C.1.C.A. Council: A. J. Hamilton, Eric Connelly, W. H. Nield 


British Columbia 


The annual meeting of the Institute of Chartered Accountants of British Columbia was 


held on June 28, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: D. R. Lukin Johnston 

Vice-President: WW. F. Martin 

Secretary-Treasurer: D.C. R. Horne 

Members of Council: C. E. R. Bazett, G. A. Chambers, D. F. H. Corbett, G. O. Cump- 
ston, G. F. Dunn, D. R. Lukin Johnston, W. F. Martin, C. W. Mavor, G. M. Miller, 
J. H. Morrison, A. D. Stanley, N. S. Vallance 

Representatives om C.1.C.A. Council: D. R. Lukin Johnston, W. F. Martin, G. O. 
Cumpston 


Manitoba 


The annual meeting of the Institute of Chartered Accountants of Manitoba was held on 


June 24, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: Daniel Sprague 

Vice-President: J. W. Abbott 

Treasurer: Peebles Kelly 

Secretary: D. J. Campbell 

Executive Secretary: J. A. McQuaker 

Members of Council elected for two-year term: J. W. Abbott, William Aitken, W. H. 
Gray, S. M. Milne, Daniel Sprague, D. A. Tomlin, William Young 

Members of Council elected for one-year term: J. W. Beech, D. J. Campbell, C. E. G. 
Earl, G. D. Iliffe, Peebles Kelly, W. W. Smith, J. S. Swinden 

Representatives on C.1.C.A. Council: Daniel Sprague, J. W. Abbott, William Young 


New Brunswick 


The annual meeting of the New Brunswick Institute of Chartered Accountants was held 


on June 3, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: W. W. B. Dick 

Vice-President: F. P. Blackmore 

Secretary-Treasurer: A. L. Barkhouse 

Members of Council: A. L. Barkhouse, F. P. Blackmore, W. W. B. Dick, W. J. B. Gentle- 
man, A. C. Gilmour, T. J. Hammett, I. E. Laws, J. A. Marven, G. K. McKenzie 
Representatives on C.1.C.A. Council: W. W. B. Dick, F. P. Blackmore 
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Newfoundland 


The annual meeting of the Institute of Chartered Accountants of Newfoundland was held 


on July 8, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: J. Hyslop 

Vice-President: J. C. Newland 

Secretary-Treasurer: J. A. Reynolds 

Members of Council: G. W.D. Allen, A. C. L. Hudson, J. Hyslop, R. Leith, H. J. 
McDougall, R. B. Moyse, J. C. Newland, J. A. Reynolds, A. H. Ritcey 

Representatives on C.1.C.A. Council: J. Hyslop, J. C. Newland 


Nova Scotia 


The annual meeting of the Institute of Chartered Accountants of Nova Scotia was held 


on June 14, 1954. 


The following officers and Council were elected for the year 1954-55: 

President: H. E. Spencer 

Vice-President: D. F. C. Burton 

Secretary-Treasurer: HH. R. Doane 

Members of Council: D. F. Archibald, A. I. Barrow, R. H. Busche, H. E. Crosby, 
G. A. Finlay, C. W. Gurnham, W. J. F. Hanright, L. W. Lacusta, L. E. Peverill, H. H. Veno 
Representatives on C.1.C.A. Council: H. E. Spencer, D. F. C. Burton 


Ontario 


The annual meeting of the Institute of Chartered Accountants of Ontario was held on 


June 24, 1954. 


was 


The following officers and Council were elected for the year 1954-55: 

President: D. A. Ampleford 

Vice-Presidents: J. R. M. Wilson, W. M. Brace 

Secretary: W. 1. Hetherington 

Treasurer: M. A. Bradshaw 

Members of Council: D. A. Ampleford, G. W. Benson, W. M. Brace, M. A. Bradshaw, 
J. G. Brown, R. B. Dale-Harris, J. W. Glendinning, W. I. Hetherington, W. G. Leonard, 
H. R. Macdonald, C. K. MacGillivray, W. L. McDonald, G. H. Spence, G. F. Wevill, 
J. R. M. Wilson 

Representatives on C.1.C.A. Council: D. A. Ampleford, W. M. Brace, J. R. M. Wilson 


Prince Edward Island 


The annual meeting of the Institute of Chartered Accountants of Prince Edward Island 
held on June 14, 1954. 

The following officers and Council were elected for the year 1954-55: 

President: A. H. Cordell 

Vice-President: K. T. N. Lapp 

Secretary-Treasurer: W. A. Robertson 

Members of Council: A. H. Cordell, A. J. Garrett, H. R. Hennessey, T. E. Hickey, K. T. 
N. Lapp, J. R. Leard, R. W. Manning, W. E. Massey, Erma P. Morrison, W. A. Robert- 
son, H. G. Williams 

Representatives on C.1.C.A. Council: A. H. Cordell, R. W. Manning 
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Quebec 


The annual meeting of the Institute of Chartered Accountants of Quebec was held 


on June 14, 1954. 


The following officers and Council were elected for the year 1954-55: 


President: J. C. Thompson 

1st Vice-President: Wm. S. Munro 
2nd Vice-President: Lucien D. Viau 
Secretary: G. P. Keeping 
Treasurer: J. E. Maheu 


Members of Council: Alex Archibald, L. P. Belair, Hervé Belzile, Léo Boissonnault, Paul 
Bruneau, J. R. Church, Rosaire Courtois, W. P. Gould, P. S. Leggat, N. C. D. Mactaggart, 
P. T. R. Pugsley, Howard I. Ross, Wm. V. Victor 


Representatives on C.LC.A. Council: 


J. C. Thompson, Rosaire Courtois, Wm. S. Munro 


Saskatchewan 
The annual meeting of the Institute of Chartered Accountants of Saskatchewan was held 


on June 26, 1954. 


The following officers and Council were elected for 1954-55: 


President: L. E. Fingarson 
Vice-President: W. H. Cook 
Secretary: Thos. H. Moffet 


Members of Council: R. L. Bamford, W. H. Cook, R. M. Dill, L. E. Fingarson, Ian 
Forbes, G. E. M. Harris, Reginald Hodsman, H. E. Hunt, Maurice Jeffery 
Representatives on C.1.C.A. Council: L. E. Fingarson, W. H. Cook, R. L. Bamford 


Books Received 





“Taxation” Key to Income Tax and 
Surtax, edited by Ronald Staples; pub- 
lished by Taxation Publishing Co. Ltd., 
London; pp. 222; price 7/9 post free 
This, the 38th edition of this well 
known handbook, contains the new 
provisions of the 1954 budget and the 
rates of income tax and allowances. 


Modern Business Law, by A. Lincoln 
Lavine, A.B., LL.B., J.D.; published by 
Prentice Hall, Inc., New York; pp. 
930 and index; price $9.00 U.S. 

A comprehensive new basic text, this 
book presents the entire field of Ameri- 
can business law as an integrated study 
of today’s rights, duties, and liabilities. 


Accounting Research 


By Gertrude Mulcahy, 8.A., C.A. 
The C.I.C.A. Research Department 


SURPLUS 





CCORDING to standard dictionaries, 

surplus is defined as “that which 
remains over and above what is requir- 
ed”. However, in accounting it is used 
as a technical term to describe (1) the 
accumulated accretions to shareholders’ 
equity resulting from operations and (2) 
other transactions and amounts paid in 
by shareholders in excess of the par or 
stated value of their shares. It is now 
generally recognized that financial state- 
ments must be informative from the 
standpoint not only of management and 
shareholders but also of others such as 


employees and creditors. For this reason 
considerable attention is being given to 
clarification of the meaning of the term 
surplus, particular effort being directed to 
the use of truly descriptive captions 
which will indicate the nature or source 
of the surplus amount. The Committee 
on Accounting and Auditing Research 
states in Bulletin No. 1, “Earned sur- 
plus should be shown separately and it 
is desirable that the description of capital 
and other special surplus accounts should 
indicate their origin.” 


BALANCE SHEET PRESENTATION 
Terminology re Surplus Accounts 


It is apparent from figure 1 that 
“Earned Surplus” continues to be the 
most popular description of the unap- 
propriated or undistributed balance of 
earnings accumulated from operations. 
However, it is interesting to note that 
13% of the 1952 financial statements 
used descriptions such as ‘Earnings re- 
tained and employed in the business”, 
or “Reinvested earnings” compared with 
3% of the 1949 statements. The mis- 
cellaneous category includes descriptions 
such as: aurrent surplus, distributable 
surplus, revenue surplus, profit and loss 
and surplus, etc. 


The description of other surplus ac- 
counts set out separately on the balance 
sheets did, for the most part, give an 
indication of the origin and nature of 
the items. However, the term “Capital 
surplus”, which appeared without any 
further description in 58 of the 1952 
financial statements (65 in 1951, 45 in 
1950, and 48 in 1949), does not indicate 
the origin or nature of the items in- 
cluded under it. Other surplus accounts 
set out separately on the balance sheets 
included “Capital surplus arising from 
purchase of preferred shares for re- 
demption and cancellation”, ‘Surplus 
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Figure 1 


Terminology re Accumulated Earnings 


1949 
80% 
12% 

3% 


1950 
79% 
10% 

7% 


1952 
74% 
10% 
10% 


1951 
80% 
10% 

7% 


Earned surplus 
Surplus 
Earnings,/ income,/ profits retained and em- 


ployed in the business 


3% 
2% 


Reinvested,/ retained,/ unappropriated earn- 
ings 
Miscellaneous 


1% Deficit 





arising from the revaluation and/or ap- 
praisal of fixed assets”, “Distributable 
surplus”, “Capital surplus arising from 
the sale of fixed assets’, “Tax paid un- 
distributed surplus”, etc. 

The comparison of the terminology 
used in the examples taken from 1952 
financial statements should leave no 
doubt as to the advantages of proper de- 
scriptions such as those employed in 
examples 1 and 2. 


Shareholders’ Equity Figure 

Of the statements analyzed for 1952, 
1951, 1950, and 1949, 68%, 64%, 
60%, and 59% respectively set out the 
surplus figure or figures separately as sub- 
totals under the capital caption, extend- 
ing a single figure for shareholders’ 
equity. Such a presentation puts before 
the reader not only the amount of the 
shareholders’ equity in the company but 
also the components thereof (see ex- 
amples 2 and 6). The statement pre- 
sentation of example 5 is unusual in that 
it splits the shareholders’ equity section 
between the portion applicable to the two 
types of shareholders. Example 7 is 
typical of the statement presentation em- 


ployed by the four companies showing 
an accumulated deficit from operations on 
their 1952 statements. 


The balance of the statements either 
extend the various surplus figures un- 
der separate captions, as in example 1, 
or include them as sub-totals of the 
surplus caption, as in examples 3 and 
4. Under either of these procedures a 
reader must add at least two figures to- 
gether in order to arrive at the total 
amount of the shareholders’ equity. 


If we take into consideration the 
amount of the earned surplus and the 
capital stock in examples 2 and 4, it is 
rather difficult to understand the reason 
for disclosing as separate items the rela- 
tively insignificant amounts: ‘“Tax-Paid 
Surplus Account — $1.65” and “Cap- 
ital surplus — amount arising from the 
sale of fixed assets — $886”. 


Ten of the 1952 financial statements 
disclosed the amount of the tax paid un- 
distributed income: six showed it as a 
separate item on the balance sheet, three 
added a note to the balance sheet, and 
one referred to it in the description of 
earned surplus. 
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EXCERPTS FROM PUBLISHED FINANCIAL STATEMENTS (1952) 
BALANCE SHEET PRESENTATION OF SURPLUS 


Example 1 


OR cL Ok a ah ta Rec ue a ee e $9,713,088 
Contributed surplus: 
Profit on the sale of company’s shares by a subsidiary under 


EAPO F ECS, BUC PRAT CTRAGE URN os nies. ics ssceeonescpesssscesssesiessse $131,484 
Discount on preference shares purchased for redemption during 
I csc scan cn seb eiSespc ts vancusteis cauatauecareteokcnsadteadsos 17,494 148,978 
Excess of book value of net assets of ................ Limited at date of 


acquisition over the stated value of the shares issued as con- 
sideration for the common shares of that company and the ex- 


SARE IE UNS RTA RIIINIE soos cs sens sebctoovesscnecseasignpnossscucesasexaons 1,841,355 
Earned surplus — balance accumulated since August 1, 1934 ............ 2,515,144 
Example 2 

SPUR NCE oe Se in, hd St acs daa esas iceese AVR $1,712,076 
Capital surplus — amount arising from the sale of fixed assets 886 
Earned surplus — per statement attached ..0...........0.:cseceeseereeeeeeees 646,771 $2,359,733 
Example 3 
I RN ea ec eee cepa cae a $ 519,783 
SURPLUS: 
SM NII ipo cos Be haya cditcesad Gass ced peak eaaaueapoean oats 423,235 
UNCER, = oe cs ok hha su, iets cpa avakesas uasseebsanbetibanin 639,508 1,062,743 
Example 4 
ORE RRM 2 0 choc ashnsl ck pcng ae cpnedasbbosaand case udeomasstbnestioce 731,310 
SURPLUS ACCOUNTS: 
INT POUUN IIE PrP ORNR ES os cope c pecans canscosnstacceeas atevasigsveee 451,858.04 
Tax Paid Surplus Account 
Roceamtit Forward: Fee TST sc cccecsscs sss cssesssscsacsesiesessoscovscsese 1.65 §$ 451,859.69 
Example 5 


PREFERRED STOCK: 
4% Cumulative redeemable*® ooo... cece cccceseccesscsesceerseees $6,000,000 
COMMON STOCK AND SURPLUS: 
Common shares of no par value 
Authorized 4,975,526 shares 


Issued PN NN FMI 08s nia. coer ieencep in scontibacehaye $19,133,534 
ONIN REINER orca fae Src caap Beeyiycscochnvcdvsrvatiep EP heads 19,283,482 
Total common stock and surplus ............ccccceseeeees 38,417,016 


* The details of the capital stock presented in the financial statement have been delete.! 
for the purposes of this example. 





( 
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Example 6 


CAPITAL AND SURPLUS (Note 5) 


MEME ORM scr cectostustvninscictaaisnis ia oes 
Capital Surplus — unchanged during the year ....................... 


Earned Surplus — Statement II 


Note 5 
CAPITAL AND SURPLUS 


22,576,386 
1,726,565 
19,027,316 


$43,330,267 


The balance of earned surplus includes $1,425,126 paid in surplus from capital 


stock issued in 1933 and 1934. 


Example 7 


CAPITAL AND DEFICIT: 
Common stock: 


Authorized — 155,000 shares of no par value 


Issued 


*See note at foot of p. 90 


— 147,283 shares fully paid ...........cccseeeseeeeceee 
Deficit, per statement attached ................... 


$917,548 
113,537 $804,011 


PRESENTATION OF CHANGES IN SURPLUS DURING THE YEAR 


All but two of the 1952 annual reports 
included a detailed statement of the 
changes in “Earned Surplus” during the 
year. Figure 2 shows that the large 
majority set out this information either in 
a separate statement or in a “combined” 
statement of earned surplus and profit 
and loss. 

Examples 8 to 11 are typical of the 
various methods followed in the presen- 
tation of the changes in earned surplus 
during the fiscal period. Example 10 
fails to set out the amount of the divi- 
dends applicable to the Class “A” and 
Class “‘B” common shares making up 
the capital stock of the company. The 
“Profit and Loss Account’’ of the report 


Figure 2 


from which example 11 was taken de- 
scribes as the “Net Profit” the profit 
before taxes on income, this last amount 
being charged directly to surplus. In 
addition, the segregation in the surplus 
account of insignificant information 
which could well have been grouped 
with other items in the profit and loss 
account serves to confuse rather than to 
clarify. 


Details of Dividends 


In most cases, as shown by figure 3, 
the dividends applicable to the dif- 
ferent classes of shares were shown 
separately. 


Changes in Surplus as set out in Financial Reports 


1952 1950 1949 
70% 62% 62% 


26% 35% 34% 


in a separate statement 
in a combined surplus and profit and loss 


statement 


4% 3% 4% 


100% 100% 100% 


on the balance sheet 
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Figure 3 
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Current Dividends Charged to Surplus 


1949 

6% 
36% 
50% 


1950 

6% 
41% 
49% 


1951 

9% 
46% 
42% 


7% 
44% 


no dividends shown 
only one class of shares 
dividends on each class of shares shown 


separately 


6% 3% 4% 8% 


100% 100% 100% 


100% 


Items Other Than Dividends 


Many of the surplus statements, in- 
cluded in the financial reports analyzed, 
set out separately items which were sig- 
nificant either by reason of their na- 
ture or because of their relative dollar 
value, e.g., profit and/or loss on dis- 
posal of fixed assets and/or invest- 
ments; prior years’ adjustments, trans- 


dividends on all classes of shares grouped 





fer to capital surplus re redemption of 
capital stock; transfer to and/or from 
reserves; write-off of intangibles — 
goodwill, organization expenses, and 
financing expenses, etc. The following 
examples of surplus items are consider- 
ed to be typical of the detail which 
should be set out separately: 





Earned 
Net profit surplus as at 
for the year end of year 
Amount transferred from the capital surplus arising pi 
from appraisals to offset a similar amount provided 
through profit and loss as depreciation of the ap- 
praisal increment in the value of buildings .................... $ 3,834 $ 458,944 $ 829,326 
Underwriting commission on sale of debentures, 
RMU TIE RTO hone hak Bk ab 400,000 1,605,318 8,999,775 
($10,000,000 debentures issued during the year) 
Provisions for Redemption of Bonds, Debentures and 
Preference Shares created previous year and not 
WRENN eos oo cnss erceccsucasthacephencsaovenhiphendanscssteandeiovere 58,073 174,500 244,605 
Amount transferred to fixed assets in respect of ex- 
penditures charged to income of prior years — less 
depreciation of $59,974 thereon 0.0.0.0... 226,023 951,817 8,546,014 
15% Tax paid on Undistributed Income as at Novem- 
ber 30, 1949 under Section 95A(1) of the Income 
RMR. irk eee 3 eke Oe a ee A OU Eas 198,823 349,436 1,748,225 
(Amount of tax-paid Surplus included in Earned Sur- 
plus on Balance Sheet disclosed) 
Consolidated surplus adjustment re shares acquired by 
IINN MRE prod eee es ccs 2,198 27,070 156,204 
Non-recurring tax-free profits re insurance recovery 
on fixed assets destroyed by fire .............ccccccscessesseseseseees 65,640 272,951 761,933 
Distribution received from Subsidiary Company of 
accumulated Surplus to date of winding-up ................ 45,170 109,233 791,623 
Cancellation charges on royalty contract ...............00 34,089 290,553 1,494,904 








— tet =p 
ee _, 


o. 


ee senesestsnnnneenn 


| 
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Insignificant Items Set Out Separately 

While it is recognized that in their 
annual reports management should in- 
clude sufficient information for the read- 
ers to assess readily the change in the fi- 
nancial position of the company, it is 
difficult to determine the purpose of the 
disclosure of apparently insignificant de- 


tails. Of the statements of surplus in- 
cluded in the 1952 financial statements, 
39 set out as separate amounts insignifi- 
cant items which, if included in the state- 
ment of profit and loss, could not be re- 
garded as distorting the results of cur- 
rent operations. The following are 
examples of such items: 


Earned 
Net profit surplus as at 
forthe year _end of year 
Discount on 5% Preferred Shares redeemed ................ $ 39 $ 271,472 $ 915,872 
Premium on redemption of bonds .............0:ccccee 50 260,878 1,812,650 
Net Profit on sale of investments ...............::c:c0cc000+ 14 369,379 1,913,202 
Adjustment of prior years’ income taxes ...........0.00.+ 167 ) 
(current provision for taxes in Profit and Loss ) 
statement $217,347) ) 
Adjustment of prior years’ depreciation ................... 656 ) 193,853 762,568 
(current provision for depreciation in Profit and 
Loss statement $97,512) 
Profit on Redemption of Bonds .............ccccceeeeeee 290 ) 
Se RN ONIN 88g oo ci foey tenn eS 658 ) 
Adjustment re Disposal of Fixed Assets, net .............. 36 ) 
URN INI oo poe beats sed ee teaweriee 560 ) 288,787 1,777,835 
Miscellaneous adjustments  ...............::ccccccscssssseeseteeeseeees 287 (482,493) (113,537) 


Items which Might Better be Shown 
in the Statement of Profit and Loss 

In addition to the items referred to in 
the previous sub-section, a few companies 
included in the surplus account specific 


items which, by reason of their nature, 
should have been included in the deter- 
mination of the net profit for the period. 
The following are typical of such items: 


Earned 
Net profit surplus as at 
for the year _ end of year 
Life Insurance Premiums Paid ..................00000:cc00 $ 2,374 $ 25,544 $ 204,963 
Life Insurance Policy — Premium Paid less Cash 
NUNN PIN 5S Bik NK ean Nes evan ce tjossdeksdeeee 60 306,534 1,338,117 
Provision for Dominion Income Taxes. .............. 25,744 
Provision for Provincial Income Taxes .................. 1,828 61,663 247,138 
(Statement of profit and loss describes last 
figure as “Net Profit for the year ending 
+s ews 1952”) 
Contribution to Benefit Fund with respect to past 
Pee etc aaah ee is co etwas 53,592 1,296,923 6,202,074 
Provision for Dominion and Provincial Income 
Taxes, including Adjustments of Prior Years .... 1,182,773 2,326,593 7,997,043 
(Statement of profit and loss describes last 
figure as “Net Operating Profit before provi- 
sion for Income Taxes’) 
Loss incurred in 1952 by subsidiary ... . Ltd. 466 (482,493) (113,537) 


(Investment carried at cost less losses net to date) 





94 The Canadian Chartered Accountant, August, 1954 


EXCERPTS FROM PUBLISHED FINANCIAL STATEMENTS (1952) 
PRESENTATION OF CHANGES IN SURPLUS DURING THE YEAR 


Example 8 


STATEMENT OF CONSOLIDATED EARNED SURPLUS 
for the year ended July 31, 1952 


NMR RAEI coi in So ists ccstssens nana co coentalwns svoansvevendoboncasseeins 
UME PR ARRINERE WOON UNE OIE os5ccncessess sis nsossesdacenssesssecdaserconcnervovonss ; 


Deduct dividends declared during the year: 
On 5% preference shares, four quarterly dividends totalling 
4-7/12% for the period from August 1, 1951 to June 


PR PEDO; Sithaves si Sbibd sccbavwusaiauid a obiekatenssbcussisiueviscbealan $297,073 

On common shares— 
25 cents per share paid May 28, 1952 .00.........cceseseesseeees 131,878 
25 cents per share payable November 27, 19952 .............. 131,878 
$560,829 


Less subsidiary company’s participation in the above dividends 4,193 


Balance July 31, 1952 .. papas AneceAeieess 


Example 9 


CONSOLIDATED STATEMENT OF EARNED SURPLUS 
for the year ended June 30, 1952 


Balance at credit July 1, 1951 0.0.0.0... , ASAE Guces ev ces 
Net profit for the year — transferred from Consolidated Statement 


ar x Shoot test hh 2a ea al oe ae hn $ 
Deduct: 
Dividends declared on preferred shares ................cccccceecceceees $ 31,982 
Appropriation to reserve against future decline in inventory 
NN i Secs tats Rca sci eas i ces eased cbbitcsits 150,000 
Appropriation to reserve for replacement of fixed assets ........ 100,000 


bees at CEDURE Fame SO, BGGE a-ak iscsi scsessdesesssssssees ive ees 





$2,121,043 
950,737 


$3,071,780 


556,636 


$2,515,144 


$ 884,438 
44,315 


$928,753 


281,982 


$ 646,771 








43 
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Example 10 


EARNED SURPLUS ACCOUNT 
Year ended December 31, 1952 


enn See teeh AC RUN, 25 A G5 8 oes sisdeses Ses eeicccidicnssdateees 


Add: 


Transfer from dividends payable of amounts provided 


Deduct: 





Example 11 


SURPLUS ACCOUNT 
Capital Surplus: 
Balance at credit — January 1, 1952 oo... ecceseseeeeeseeees 
Add: Profit on Fixed Assets Sold ...........ccccecccseseeeeeeees 


Balance at credit — December 31, 1952 ...........0...... 


Earned Surplus: 


Balance at credit — January 1, 1952 ...........c ccc eeeeees 
Add: Adjustment of Depreciation charged in 1952 .... 


Add: Net Profit for the year ......... 0.0.00. $686,770.50 

Less: Provision for Income Taxes .............. $384,000.00 

Less: Dividends Paid — 5% Preferred ..... 10,398.40 

— Common ...... 20,769.40 
31,167.80 

Organization expenses ...........eeee 483.82 


Be SP ROE TUE BOR Sacco ini eric RI 


Fractighal SHAres iN PriOk YEAS: ........5:..6csscssssscecsesscsecss 


MURURMPENERUEEO cere te2/cpcctcassitsese ss itn ears a 
Adjustment of deferred repairs and depreciation less income 
i PRES THELOON FO DTIOE GOALS c.cis6. cee: scsssccassnsntesssczzenacaecesc 


Earned Surplus, December 31, 1952 ...........:000 


ee $898,198 


for 


Avis 1,246 


a 318,642 


assess 29,211 


$421,285.00 
1,950.00 


366,988.67 
1,400.00 


368,388.67 


302,770.50 


671,159.17 


31,651.62 


95 


$3,599,281 


899,444 


4,498,725 


347,853 


$4,150,872 


$ 423,235.00 


639,507.55 


$1,062,742.55 
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Correspondence with the editor is cordially invited 





NNOTES AND COMMENTS 


i the humid mist of a sticky evening 
as we begin to write these comments, 
we pause to think how they may be re- 
ceived by readers. We have at once a 
vision of some friend stretched out lazily 
in a hammock beneath the blue of an 
August sky, beside a lake. A glass is 
on a table beside him (iced tea, we 
presume) and on his lap this magazine, 
open at the Students’ Department; at 
length a mild breeze conveniently flips 
over the page as he comes to the bottom. 

Then suddenly the mist vanishes as 
some well-meaning passer-by reaches 
around the door and snaps on our office 
lights (which we had somehow forgot- 


ten). We are left with a lingering im- 
pression of a blue sky, refreshment, a 
hammock, a lake; but we are no longer 
sure that it was The Canadian Chartered 
Accountant, after all, which was on our 
friend’s lap. We resolve that should 
these notes filter through to any reader 
on holidays we will not weary him with 
weighty comment. In the event he is 
a public accountant, however, we will 
remind him of the extra satisfaction he 
may take in his holidays if he has been 
careful to include in all his suggestions 
for internal control that others, too, 
should take regular holidays. 


PUZZLE 


(In honour of the British Empire Games in Vancouver) 


An athlete runs, on separate occasions, over the following distances in the times stated: 


-1 miles in 18 seconds 
1.0 miles in 4 minutes 
10.0 miles in 1 hour. 


Assuming his times for intermediate distances follow the same relationship, what would 
his time be for (a) % mile, and (b) 2 miles? 
(Submitted by Mr. A. A. C. Harris, C.A., Victoria, B.C.) 


Editor’s notes 


The solution to this puzzle requires, to an elementary degree, the use of logarithms. 


The following logarithms are required: 
log,, 2. =  .30103 
log,, -5 = 9.69897 — 10 


The solution appears in this month’s issue, following the Problems and Solutions 


section. 
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SOLUTION FOR THE JULY PUZZLE 


If all the walls and ceiling were folded to the same horizontal plane as the floor 
(see below) the spider’s path would be the hypotenuse of a right-angled triangle. 







@nd wal} 


_é FLY 
6! 









(ceiling) 











(floor ) 


+ 30' 





a eo - © = © ofe 








The hypotenuse = +/(1 + 30 + 1)? + (6 + 12 + 6)? 
= V 322 + 247 
= 40’ 


The most direct route by which the spider can reach the fly is 40 feet. 


THE HUMAN ENGINE 


“This engine, its capacity one tenth of one horse-power, weighing on the average 
from 150 to 200 pounds, is extremely economical in its fuel demands. Its boiler burns 
fuel at a very low temperature. While it requires about ten hours to get up steam in a 
ship and three or four on a locomotive, this motor is ready for work at almost a moment's 
notice . . . . It works at constant pressure. It automatically informs the operator when 
the fuel is exhausted. It contains about 250 bearings, all of which are automatically lubri- 
cated. Despite its enormously complicated mechanism, it wears well... .” 


—From A.B.C. of Technocracy by Hamish Hamilton, cited 
by Lewis and Maude in “Professional People” p. 39 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner, but rather to provide such discussion and ex- 
planation of the problems as will make their study beneficial. The editor will welcome 
discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1953 
Accounting I, Question 5 (27 marks) 


The following is the trial balance of E Stores Ltd. main office as at 30 Nov 1952: 


Dr. ce. 

UNS PIPER wa es oc osc tae te, se aod oe seca eee’ $ 106,251 
NN oasis c ve ssengscucbusivsctuvasasashébeeskioceuvs 250 
eae eee Seda cieea teats eugup pecameStassa bess gras tiopveases ions 140,000 
ees MTORR MUNIN IN EDI cs cs Shes ccoccsndvaevassecevanepsncunavasbesoness 11,675 
Goverminent GF Caneda Bonds ..........05..6..::...:.00.0c0sesssccseocscsseoses 50,000 
ETD RN ei SS aa a rt a a, 53,712 
irate ORIN UMRAO Seb oho gigs pac vnks dsb su shiaiagatnseesiccevat 40,228 
SRI TURRET RN i Sv vscasacavSboteve aces cancuavbaabacnsasen 16,120 
Main office inventory 30 Nov 1951 o........cccccccsccesssessseseeeseeeseees 93,761 
UN a ee ae ss peenstevnsdubalbunbsaobind 25,000 
a INN ca) yscsone a sovesaousnh gntbdseduceowcaususeouTanivess 1,703 
UNM MONM MUNN seco cr acy ta cess coz cereantyobstynvsnvsseodencerscatioreanss $ 25,034 
Sn NORM so edi s ecu c suc casesank oan saabacuceSeonss 250,000 
Allowance for uncollectible accounts ....0.......cccccccccccccccsseesseseees 5,776 
Accumulated depreciation — buildings ................ccccceeeeee 12,000 
Accumulated depreciation — furniture and fixtures ................ 3,225 
SN cxsiasteresaccpoachdiatessbshayensiwapecrancashfoncsvens soupen heorséenaamenschionebeas 108,153 
IE i a aah cadet “saa saiciac ioinis dots Saeeasabonlsnahiieas 1,500 
NUE PCDI REED 5g gsc ccna b acs chs tba cstssdes tsencesbonebeestensces 2,136 
SN ik lect d ca ion ba pee oneaaaanacgs $28,186 
PRUNES. | 5). cries occsnbtemmnaiemnnRAS 274,146 
ERNIE CUNEO Fasc Bg Laces yuk ecsuesboncebndapeSecdavcatennneeuietion 1,393 
General and administrative expenses .................ccccceeseseeeeeees 25,691 
I a te Se SS ahaa es bs palin ab cuiw eae peuboaal 620,099 
I ale ni a 5,686 
a SNR oes. Sass cocicvesvoescecdiabbassataysvevenoecosncesseasavcbscousases 29,525 
Branch inventory adjustment account ..............ccccceeeceseeseeeeeee 10,938 

$1,221,094 $1,221,094 
Diath race Beery BO INOW MSR a. saiccis conse cnsesiccssscascssspsessecssonsessnnsonioces $ 103,286 


The company has two branches A and B. Merchandise is supplied to the two branches 
at 120% of cost. Each branch keeps its own accounts receivable and collections are re- 
mitted intact to the main office. Each branch has an imprest expense fund from which 
it pays its own expenses. 

Depreciation is to be provided on a straight line basis at 5% and 10% respectively 
on the closing balances in the buildings and furniture and fixture accounts. 

The allowance for uncollectible accounts is to be adjusted to 6% of the outstanding 
accounts receivable as at 30 Nov 1952. 
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The following information has been taken from the books of the branches: 
Branch A 
$ 176,062 


ap AUR CN 255 osteo hist ea abort cis Rian 
Or RIN as es deo os sds iS randacceaicataststenseres 
Goods received from main OfFiCO ............cccccceseseseeseseesesecetseeees 
RERUNS) SNOW 8D IE Bio foieh cc Sstesecece win ccistiatn nicest 
PPCM ——— BO INOW BGI G oosciscssenciisnscccesasscenssevstecbectseassndovasnsens 
PERT MOEA) GRMN sites ss ssc cceccasasensccscetbsctcsseaveacdeaccaeecaateas 

Sea S csyo hey sacosress nts aseusasckdss sa devccassuavancessenaeteed 
MAREN MNP RIE ecards eavnsieWavsca cai nedbeasiasasddiasiscctitbetos 
Accounts receivable — 30 Nov 1951 .........ccccscccescescsesseceeseeesees 
Accounts receivable — 30 Nov 1952 .u....c.cccccsescssescessseseseseseseees 
Gasht COMPCIEd ECOUA COBLOMIOES oniicciicscesiiccscidcsssccdcsssssesedeceses tives 


Required: 


1,895 
156,654 
37,500 
41,196 
9,841 
8,564 
2,500 
14,650 
12,820 
175,997 
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Branch B 
$ 132,046 
1,422 
117,492 
28,128 
30,984 
7,380 
6,423 
2,500 
10,204 
8,929 
131,899 


Statement of profit and loss for the year ended and balance sheet as at 30 Nov 1952 


of the E Stores Ltd. (Including Branches A and B.) 


A SOLUTION 
E STORES LIMITED 


STATEMENT OF PROFIT AND LOSS 
for the year ended 30 Nov 1952 


I cl A aide AS 5 nc iace esac pecatensahinres dan sun ah iv suai sucase bee rasaapiseuaiieabdies 
i MUNIN NII aca cing vc saci chev canccdeecu veces neabsoadeed iu dstatesniseivia eiedeucues 


Deduct cost of goods sold 
MURWUMRENNE, AE OEE FO POE DOIN a icisins cess cecccasBisssssiccisteasesiasscandunes 
ONIN so sapce sarc ctcsas pacaes cps cu vans sees casei cevsnssctucaeeiasak Sees aumey ee basspduansess 


EGET TEVERIUOEY SE CORE SO. TNOY 1992 oo isisccnscsssscsccsiscneiessonsesienssiees 


ME INN oases nase acss case ces cadoasnannziscrccscndeenss 
Deduct selling and administrative expenses 
NNR TURUNEN 56a sna cos nen ass nces-stsdassces cobsebaneeachesausedintavouasteante 
General and administrative expenses 
NUNN drs Soo bes aaa cases anata elec hes $40,678 
OI Ng a ssh net sees bade 1,904 
Depreciation of buildings .0............:..:cccesceseeeeeeees 7,000 
Depreciation of furniture and fixtures ................ 1,612 


I NC soo cia saccie ycnscge esssnssscascacsncosanntbentos 

Add financial and other revenue (net) 
RRM eS cocci sscu cc gnscvcceonnsasistvies PERaER Pes 
SNE OEE EMBED 5 25x ccncuseconsizavonsadcasd ssdasxetstsadenvacach yeabusss 


aT CUI oso cal 0 ee a de. 


TP AE NNN OE oi sc oie Gedieacass ete 


$836,294 
9,003 


148,451 
620,099 


768,550 
163,436 


46,746 


51,194 


1,500 
2,136 


3,636 
1,393 


$827,291 


605,114 


222,177 


97,940 


124,237 


2,243 


$126,480 


—-z— 
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E STORES LIMITED , 
BALANCE SHEET AS AT 30 Nov 1952 
ASSETS 
Current assets 

Reomean DIR UNIS ARIAL APR WOMEMIE sass nce essen’ ceoessicsiesiecsces- cases $ 16,675 
Oe aONRNNNS ARIE eo os da saudibieonabeaionsdhase $128,000 
Less allowance for uncollectible accounts .............. 7,680 ’ 

120,320 

rE IN 2 css cused acasbbaainovaenchubees binmeebeowsssbicas 163,436 
Sau URNArD CMNRIMEOPEE SIND NEDDINIED 935 soso hy, Ss sxsaiccssccencRbapubeebateh <Faosen 250 { 

Goverment wf Ganadla bonds .«.....:.:5:.:.....0.:.....0csceececcsoossssosescdeves 50,000 

Sea UNI eo pci paapes snd op encod sseee ba insipid nSonoameysestacdoneyhe 1,703 
—E——EEE =s 
rn MINI TURIN oo he ee eS ai sosedeensdcceeoabs $352,384 
Fixed assets 
ITI RI ee so he ri rras tea gasnusieretouas 25,000 | 
UN NNPN I TN o d6 csc serces scons eestascincosoueosiaet 140,000 | 
Less recorded depreciation to date ............0.00...008 19,000 
121,000 ) 

Furniture and fixtures, at COSt ......0......c:cccccccccceeeeeee 16,120 
Less recorded depreciation to date .................c0000: 4,837 

11,283 

Uae RIES AMINES fh ccs ks ne eed es, ee 157,283 
$509,667 

} 


LIABILITIES AND SHAREHOLDERS’ INTEREST 


Current liabilities 


SO RN ig ohn 2 De otitis ME $ 25,034 
Capital and surplus 
Capital stock ’ 
Authorized and issued, 25,000 common shares of no par 
DNR arte AE Rac ch tas emai An, eed he ok $250,000 
Earned surplus 
Diahce BO Mow BOSE oss $108,153 
PU BIE ORE 6c asks oecssei itn ccensnsbersccssesesen's 126,480 
SRA RCN NT RD Rig cca fistas Cis arenes necstaeciietnaceras eee 234,633 ) 
REL PIES TUMIISE 5 csi.cdc casts shcaeasnescvsvccsesadéocscessiaenenacs 484,633 
$509,667 


Editor’s notes: 


(a) The cost of opening and closing inventories used in the determination of cost of 
goods sold is determined as follows: 





— 
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Branch A BranchB MainOffice Total 
{Inventories 30 Nov 1951 




















eR EMER GINO! DFO 5 beliisssccccearateesasndencs $37,500 $28,128 —_ 
Less mark-up (Branch inventory 

END ecco os ee 6,250 4,688 ~ $ 10,938 
TS or oe ee ee i ot $31,250 $23,440 $ 93,761 $148,451 

Inventories 30 Nov 1952 

PE NE NR PS ceeded este 41,196 30,984 — 
Less mark-up (Branch inventory 

NU, kg ccreessshiennlecenss 6,866 5,164 — 12,030 
RES arr a ea ee reese te atav tech $34,330 $25,820 $103,286 $163,436 








(b) In the editor’s opinion, an alternative treatment in the statement of profit and loss 
would be to deduct the discount on sales, along with the returned sales, directly from 
sales revenue at the beginning of the statement; and to deduct the discount on purchases 
in the section in which cost of goods sold is calculated. 


PROBLEM 2 
Final Examination, October 1953 
Accounting II, Question 4 (20 marks) 


You have the following information about Mr. J for the year 1952: 

(a) Married with 4 children aged 14 in September, 16 in June, 20 in May, 21 in 
February. All children are at school or university. The child aged 20 earned 
$700 during year; the wife had earned income of $800. 

(b) Gift to wife on 1 Jan 1952 of bonds of Canadian manufacturing companies valued 
at $30,000; interest received in 1952 $1,200. Gift tax on this has been paid. 


(c) Dividend income $2,200, including: 


G) trom US: mining companies (6F08S). «................66..00.56660...00.0c008. $ 500 

(ii) from Canadian companies operating oil wells only ..............0.... 400 

(iii) from Canadian manufacturing companies ..............0..c0:ccceceee 1,300 

(d) Premium on redemption of preferred shares .............c..cccccccceessseseeeeeees 80 
(Not included in dividends above.) 

ey: Rebereat: received: an: W952 Oe OTS ce sestesocecisi chicas cece cicsvscsbescanseesoees 1,800 

2) Giiaritamle oratiGrs, —— COARde — 62 oe dca. sn cess ccscisesecdeecckesscssecsescsassasciaveas 180 

was? RUNNER: MAISON 25265 cise sc dsencovas seeeunsccvesssovebsbs 40 

Si PNR MRR cece ira SoS as 3k savy shad Svedeps sacs sca cgh 4gascadevenerantewacyesersstOs 400 

12,000 


SN NTT RMON on ace eect ens cc ces nih cacao sso ck ese sod er sibs ce a saees av evacuees 
Ry PEGTeRESGINEE  SOCIOCY RENAME OES ssa dics caesecnteccsstctsesscvececesccnanteaseonseeenss 150 
(j) Mr. J received an allowance for travelling expenses totalling $2,400. Actual 


expenses amounted to $1,900. 


Required: 

(15 marks) (a) Determine J’s taxable income. 

(S marks)  (b) Calculate income tax payable to Canadian Government. (Assume in- 
come tax rate of 35% on taxable income.) 
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A SOLUTION 
(a) J 
TAXABLE INCOME — 1952 
INE RD ic gag dR A he ah a $12,000.00 
Dividends from Canadian taxable companies 
Total Depletion Net 
$ 400.00 $ 80.00 $ 320.00 
1,300.00 1,300.00 1,620.00 
essen SURED PURE MES ORUEN D255 og oss facnsstocacesiuvesevuteseasascvanisaene 1,200.00 
I a ccs cucloncnbatcsiapesulindka 500.00 
Saunas UU MOORRON OMI ONS oC aisha vhssdepbanivcssuciven Oedbeens 75.00 425.00 
SPP ERE 5 I nasal cece eg yeost is 1,800.00 
Premium on redemption of preferred shares ...........0..0....0++. 80.00 
Excess travelling allowance ......................:.sccssssosessees atte 500.00 
$17,625.00 
Less — professional society fees .......................-0:0.scscsssesecsoees 150.00 
NN Raa a aa ch tn : $17,475.00 
Personal exemptions: 
RT RS ean cs taste ae pate eos a beeesevocanenacases $1,000.00 
eA Gy ae ks $1,250.00 
PION 8s tr OL ee esc 800.00 450.00 
Dependants — 
1 @ $150.00 
Dee ND oS Oke reese caries chests ceria Gianioce 1,350.00 
2,800.00 
Donations — Canadian only. ................::ccccceseeeteeceeen Mek 180.00 $ 2,980.00 
EIN MAMONINI op ak oS Bh ee be ee $14,495.00 
(b) J 
INCOME TAX PAYABLE TO CANADIAN GOVERNMENT — 1952 
i RIES A RMD oasis cesses cc cnscsoccsssovesnccasescssnosnvaensones $ 5,073.25 
Surtax on investment income: 
ROINRERNT MRC ho oo ica sa zk asnssdpbitses secncloouutp $5,125.00 
Less Greater of $2,400 or personal 
RNIN IERIE OR ips oc ox uns sera civhckov ccc vend $2,800.00 
Charitable donations  ......................... 180.00 
2,980.00 
4% of 2,145.00 85.80 
Income of child over $600.00 ..............0.0.00.0... persian Gas 100.00 


5,259.05 
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Dividend credit 
10% of dividends from Canadian companies ................ 162.00 


5,097.05 


Withholding tax credit 
Since average tax is over 15%, the withholding tax 


BS) Re Ore sie Sho ia hc heen es 75.00 
Income tax payable to Canadian Government .................... $ 5,022.05 


EXAMINER’S COMMENTS 


A number of candidates showed an inadequate knowledge of the depletion ratio and 
the personal exemptions. 

Common misinterpretations were as follows: 

1. The bond interest of $1,200 to the wife (referred to in (b)) was assumed to be 
included in the $1,800 interest on bonds received by J (referred to in (e)). 

2. Assumed no withholding tax on U.S. dividends. 

3. Assumed no depletion on dividends because not specifically mentioned in the ques- 
tion. 


SOLUTION TO THIS MONTH’S PUZZLE 
Let, 


x miles = the distance run 
y hours = the time for this distance. 


Then the speed for this distance = : m.p.h, 


The performances given may be tabulated as follows: 
X1 


x; = 1 Yy:-™= .005 — = 20 
y1 

x = 1 y2 = .067 =? = 15 
y2 
X3 

x3; = 10 y3 = l —=10 
Y3 


Any intermediate distance ‘‘x,’’ may therefore be written as: 
Xy = 10"? (see note 1 below) , 
in which case, u — 2=logio xu 
a ee ee ae ee 
Over this distance, xy, the speed would be: 
a 20—5(u—1) (see note 2 below) 
Yu 
in which case, 5(u— 1) = 20— = 
u 


« Xu 


Se Re ee Re eb A Seine aa Sa 
Syu 
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From equations I and II: 
xu 
2 + logio Xx» = 5 — —— 
5Yu 
or 5yu(3 — logio xu) = Xu 
Xu 
Or Yu = —_———— 
” 15 — 5logio Xu 
(a) Substituting 14 for xu, 
0 


|; hours 
15 — 5(9.69897 — 10) 


a= 


16.505 
= 1 minute, 49.1 seconds 
(b) Substituting 2 for xu, 
2 
——_———- h 
15 — 5(.30103) 





X 3,600 seconds = 109.1 seconds 


Yu = ours 


2 
= —— X 3,600 seconds = 533.5 seconds 
13.495 


= 8 minutes, 53.5 seconds. 
Notes 
(1) This formula generalizes the relationship between the distances run in the three 
observations. 
Thus x;, as above, = 10!—2 = 10-! = .1 
X2, as above, = 102-2 = 10° = 1 
Xg, as above, = 103-2 = 10' = 10. 
(2) This formula generalizes the relationship between distance and speed from the 
observations given. 


Thus for distance x;, u = 1, and speed = = 
yi 


20 —5(1—1) = 20 mph. 


for distance x2, u = 2, and speed = = = 20-—5(2—1) = 15 m p.h. 
2 


for distance x3, u = 3, and speed = =F = 20— 5(3 — 1) = 10 m.p.h. 
y3 
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RECENT TAX CASES 


Jacob Mayer & Sons Ltd. v. M.N.R. 
(Exchequer Court of Canada, Thorson P., March 31, 1954) 


Controlled Companies — Capital Cost Allowances — All shares of company 

held by father and three sons — Sale of capital assets by father to company— 

Whether father “one of several persons” in control of company — ITA (1950) 
s. 20(2), 127(5)(a) 


Jacob Mayer carried on business as a 
garage operator until some time in 1949 
when he entered into a deed of partner- 
ship with his three sons, giving them 
each a share in the profits of the busi- 
ness. Later in the year the father and 
his sons agreed to transfer the business 
to a company to be incorporated, and 
appellant company was incorporated in 
consequence, with an authorized capital of 
$60,000 divided into 600 shares of $100 
par value each. Each of the sons was 
allotted 102 shares and gave a promis- 
sory note for $10,200 in payment. Jacob 
Mayer sold the assets of the business to 
the company for $60,000, of which $29,- 
400 was paid by the allotment to him 
of 294 shares of the company’s stock and 
the balance by the assignment to him of 
the sons’ promissory notes and the de- 
posit with him of their stock as security. 
The father and the three sons were the 
incorporators of the company and all 
four were directors. In its tax return for 
1950 the company claimed capital cost 
allowances on the capital assets pur- 
chased from the father on the basis of 
the price stipulated for the various as- 


sets in the contract of sale, but the Min- 
ister applied ITA s. 20(2) and would 
allow capital cost allowances only on the 
basis of the undepreciated capital cost 
of the assets in the hands of the father 
at the date of their sale to the company, 
in the view that the father was “one of 
several persons by whom [the company] 
was directly or indirectly controlled” 
within the meaning of ITA s. 127(5) 
(a) and the transaction between them 
therefore not at arms length. The 
company appealed to the ITAB which 
dismissed its appeal ([1953] Tax Rev. 
149 (Mr. Monet) ), and it then appealed 
to the Exchequer Court of Canada. It 
was established in evidence that the fa- 
ther and his three sons always worked 
together in harmony in managing the af- 
fairs of the company, that they never 
outvoted him or did anything that he 
did not agree with and that they never 
made any major decision against his will. 
Held, there were four persons who con- 
trolled the company and Jacob Mayer was 
one of them. He was therefore one of 
several persons by whom the company 
was controlled within the meaning of 
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, 8. 127(5)(a), and the transaction be- 
tween him and the company was there- 
fore not at arms length and the Minister 
was right in applying s. 20(2). It was 
not necessary that there should be any 
agreement between the father and his 
sons that they should vote together in 
order that s. 127(5)(a) should apply. 
Respecting the phrase in s. 127(5) (a) 
“one of several persons”, while the pre- 
cise limits of the application of the word 
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“several” may not be possible to define, 
it is clear that it means more than two 
or three but not many. It is limitative in 
its effect. It is, therefore, not necessary 
to go as far in the application of s. 
127(5)(a) as the ITAB appeared to 
think possible in 112 v. MNR [1953] 
Tax Rev. 167 (Mr. Fisher). This view 
is confirmed by the judgment of Fournier 
J. in Miron & Freres Ltee v. MNR 
[1954] Tax Rev. 268. 


Dismissed 


M.N.R. v. Sheldon’s Engineering Ltd. 
(Exchequer Court of Canada, Potter ]., June 17, 1954) 
Companies — Control of — Capital Cost Allowances — Non-arms length trans- 
action — ITA (1949) s. 127(5)(b), s. 20(2) 


The controlling shareholders of the S. 
Co. having agreed to sell their shares 
to four employees, the shares were ac- 
cordingly purchased with the aid of a 
bank loan and deposited with nominees 
of the Bank as collateral. Immediately 
after, in June 1949, respondent com- 
pany was formed to acquire the assets and 
undertaking of the S. Co. and to carry on 
its business, and on July 4 24,000 of its 
common shares were allotted, one of 
the four employees being allotted 9,000 
and the other three smaller quantities. 
On that day the shareholders of both 
companies authorized the sale of the S. 
Co.’s assets and undertaking to respon- 
dent company for $1,267,904, and the 
sale was forthwith executed. On 
that day the above-mentioned four em- 
ployees were minority shareholders of 
the S. Co., the majority of the shares 
being held by nominees of the Bank as 
collateral, but two of the four employees 
appeared at the meeting of S. Co.’s share- 
holders as proxies for the Bank’s nom- 
inees. In its tax return for 1949 respon- 
dent company claimed capital cost allow- 
ances on its fixed assets on the basis of 
the price stipulated for those assets in 


the contract of sale with the S. Co., but 


the Minister disallowed $6,672 of the 


capital cost allowances so claimed on the 
ground that the sale was not at arms 
length within the meaning of ITA s. 
127(5) and that s. 20(2) therefore re- 
quired that capital cost allowances be 
granted only on the basis of the capital 
cost of the assets to the S. Co. The com- 
pany’s appeal was allowed by the ITAB 
[1953] Tax Rev. 63 (Mr. Fisher), and 
the Minister appealed to the Exchequer 
Court of Canada. 

Held, dismissing the Minister’s appeal, 
inasmuch as none of the four employees 
was in control of either the S. Co. or the 
respondent company at the time of the 
sale the two companies were not “con- 
trolled directly or indirectly by the same 
person” at the time of the sale within 
the meaning of that phrase in s. 127(5) 
(b), which was the only relevant para- 
gtaph of s. 127(5) in the circumstances. 
As to meaning of “control” see Noble 
(B.W.) Lid. v. C.LR. (1926) 12 T.C. 
911 per Rowlatt J. at p. 926; B.A. To- 
bacco Co. Vv. C.I.R. [1943] 1 A.E.R. 13, 
per Simon L.C. at pp. 14, 15; Wrights’ 
Can. Ropes Ltd. v. MNR_ [1945-6] 
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S.C.R. 139, per Rinfret C.J.C. at p. 145, 
147; [1947] 1 D.L.R. 721 per Lord 
Greene M.R. at pp. 726, 7; Army & 
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Navy Dept. Store Ltd. v. MNR [1954] 
1 D.L.R. 177, per Cartwright J. at p. 
190. 

Minister's appeal dismissed 


Noralta Hotel Ltd. v. M.N.R. 
(Exchequer Court of Canada, Thorson P., April 1, 1954) 


Appeals — Capital Cost Allowances — Price stipulated in contract not con- 
clusive — Presumption of assessment’s validity — Burden of proof — Nature of 


Appellant company claimed capital 
cost allowances for 1950 and 1951 in 
respect of its hotel equipment on $100,- 
000, that being the amount stipulated as 
the purchase-price of the equipment in 
the contract of sale made between ap- 
pellant and the former operator of the 
hotel in 1946. The Minister would, 
however, allow capital cost allowances 
only on $35,000, and appellant appealed 
to the Exchequer Court of Canada. The 
price of $100,000 stated in the contract 
of sale covered not only the hotel equip- 
ment but also a lease of the hotel for five 
years and an option for renewal of the 
lease for a further three years, and it 
was established that the lease of the hotel 
was worth more than the hotel equip- 
ment. Other evidence satisfied the court 


that the value of the hotel equipment at 
the time of its sale to appellant did not 
exceed $35,000. 

Held, the assessment carried a statutory 
presumption of its validity and appellant 
had failed to prove that the Minister 
erred in finding that the capital cost of 
the hotel equipment was $35,000. Ap- 
pellant did not establish that the capital 
cost of the equipment was $100,000 or 
that its cost was more than $35,000. 
Dezura Vv. M.N.R. [1948] Ex. C.R. 10 at 
p. 15; Johnston v. MNR [1948] S.C.R. 
486 at p. 489; Goldman v. MNR [1953] 
1 S.C.R. 211, applied. Moreover, the 
evidence affirmatively established that the 
capital cost of the equipment was not 


more than $35,000. 
Appeal dismissed 


M.N.R. v. Consolidated Glass Ltd. 
(Exchequer Court of Canada, Potter ]., June 17, 1954) 
Undistributed Income on Hand of Company — “Capital loss sustained” — Un- 
realized loss on investment — ITA 1948 s. 73A(1) (a) (iii); 127(1)(w) 


Assessment — Minister — No power to vary assessment after initial appeal 
disposed of 


In 1920, 1921, and 1922 respondent 
company invested $154,510 in preferred 
and common shares of another company, 
and this investment having depreciated 
in value to $40,000 by October, 1948 re- 
spondent’s directors on that date wrote 
down the investment to $40,000 in the 
company’s books, and it so appeared in 
its audited balance sheet for 1948. 


On June 6, 1950, in anticipation of the 
enactment of Part IA of the Income Tax 
Act (which was enacted on June 30, 
1950) respondent's directors authorized 
the company to elect to pay a tax on its 
undistributed income on hand at the end 
of its 1949 taxation year, and an election 
was accordingly filed with the Minister 
on July 31, 1950. In its statement of 
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undistributed income on hand at the end 
of 1949, which accompanied its election, 
the company showed its net undistributed 
income on hand at that date as $79,439 
after first deducting the amount by which 
its investment in the other company was 
written down on October 5, 1948, con- 
tending that the amount so written down 
($114,510) was a capital loss sustained 
by it before the 1950 taxation year with- 
in the meaning of ITA 1948 s. 73A(1) 
(a) (iii). In his assessment the Minister 
added the amount back to the company’s 
undistributed income on hand at the end 
of 1949 and, on respondent objecting, 
confirmed his assessment in November 
1951 on the specific ground that the 
amount in question was not deductible, a 
ground which he repeated on October 21, 
1952 in his reply to respondent’s notice 
of appeal. Respondent’s appeal was 
heard by the ITAB on November 17, 
1952 and the appeal was allowed on 
March 26, 1953 [1953] Tax Rev. 114 
(Mr. Fordham). The Minister then ap- 
pealed to the Exchequer Court of Can- 
ada and in his amended notice of appeal 
dated October 14, 1953 raised an alter- 
native ground of appeal, viz that if re- 
spondent did sustain a capital loss of 
$114,510 prior to its 1950 taxation year 
in respect of the investment in question 
it had made capital gains of greater 
amount on other investments before the 
1950 taxation year. 

Held, it having been established (and 
indeed it was not disputed) that the re- 
spondent’s investment in the shares of 
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the other company had fallen in value by 
$114,510 in 1948, respondent had sus- 
tained a capital loss of that amount be- 
fore its 1950 taxation year within the 
meaning of ITA s. 73A(1) (a) (iii), 
and the Minister's appeal must be dis- 
missed. The definition of “‘loss’’ in s, 
127(1)(w), viz a “loss computed by ap- 
plying the provisions of this Act respect- 
ing computation of income from a busi- 
ness mutatis mutandis” does not by an- 
alogy require that a capital loss must be 
realized in order to be claimable under 
s. 73A(1) (a) (iii). The expression 
“capital loss sustained” in ITA s. 73A 
(1) (a) (iii) should be given the same 
meaning as the expression “capital 
which is lost’’ in the relevant provision 
of the British Companies Act, the Do- 
minion Companies Act, and the Com- 
panies Acts of several of the Provinces, 
of which legislation Parliament must 
have been aware in enacting ITA s. 
73A(1) (a) (iii); and so interpreted the 
loss in question was a capital loss sus- 
tained by respondent prior to its 1950 
taxation year. Re Barrow Haematite 
Steel Co. [1901] 2 Ch. 746; Re Hoare 
& Co. [1904] 2 Ch. 208; Re Rowland 
and Marwood’s SS. Co. (1906) 51 Sol. 
Jo. 131; Poole et al. v. Nat'l Bank of 
China [1907] A.C. 229. 
Held, also, the Minister could not vary 
the assessment or make a new assessment 
by raising a new ground of appeal in 
his amended notice of appeal to the Ex- 
chequer Court. 

Minister's appeal dismissed 


M.N.R. v. Armstrong 
(Exchequer Court of Canada, Potter ]., June 17, 1954) 


Alimony & Maintenance — Deductibility of — Divorce decree ordering monthly 
maintenance — Commutation for lump sum — Whether lump sum deductible 
in year paid — ITA (1950) s. 11(1)(j) 


By judgment of the Supreme Court of 
Ontario in 1949 appellant was divorced 


from his wife and ordered to pay her 
$100 a month for the maintenance of a 
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9-year old child of the marriage until 
the child became 16 or until the Court 
otherwise ordered. Appellant made 
monthly payments pursuant thereto un- 
til June, 1950, on which date his former 
wife accepted a lump sum of $4,000 in 
lieu of all monthly sums thereafter pay- 
able under the judgment. Appellant 
sought to deduct the $4,000 in comput- 
ing his income for tax purposes for 1950, 
but the Minister disallowed the deduction 
on the ground that ITA s. 11(1)(j) 
does not permit the deduction of amounts 
not paid periodically. Appellant's ap- 
peal to the ITAB was allowed [1953] 
Tax Rev. 59 (Mr. Fordham), and the 
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Minister appealed to the Exchequer Court 
of Canada. 
Held, while s. 11(1)(j) requires that 
the payments be, inter alia, payable on a 
periodic basis, it does not state that they 
must be made at the exact times and in 
the exact amounts specified in the judg- 
ment or separation agreement: that re- 
quirement should be taken as descrip- 
tive of the decree or agreement only, 
and accordingly a lump sum payment 
made in discharge of such an obligation 
to make periodic payments may still be 
within the language of the subsection. 
Minister's appeal dismissed 


M.N.R. v. Beardmore 
(Exchequer Court of Canada, Potter ]., June 17, 1954) 
Alimony & Maintenance — Separation agreement calling for payments to children 
on death of spouse — Whether payments made “pursuant” to agreement — Not 
deductible — ITA 1948 s. 11(1)(j) 


Appellant and his wife made a writ- 
ten separation agreement in 1939 which 
provided that appellant would pay his 
wife $625 a month during their joint 
lives, that the wife would have custody 
of their younger daughter, born in 1925, 
until her majority, that appellant would 
pay the latter’s educational expenses, and 
that on the death or remarriage of the 
wife appellant would pay to each child 
of the marriage (the elder daughter was 
born in 1912) $125 a month during his 
lifetime. The agreement did not, how- 
ever, set up any trust for the payment 
of the above sums to the children. The 
wife died in September, 1950, and pur- 
suant to the agreement appellant paid his 
younger daughter $375 in 1950 and each 
of his daughters $1,500 in 1951. In 
his tax returns for those years he claimed 
deductions of the amounts so paid his 
daughters, relying on ITA s. 11(1)(j), 
which authorized the deduction of 

an amount paid by the taxpayer in the 

year pursuant to a decree, order or judg- 


ment of a competent tribunal in an ac- 
tion or proceeding for divorce or judi- 
cial separation or pursuant to a written 
separation agreement as alimony or other 
allowance payable on a periodic basis for 
the maintenance of the recipient thereof, 
children of the marriage, or both the 
recipient and children of the marriage, 
if he is ‘living apart from the spouse or 
former spouse to whom he is required 
to make the payment. 
The Minister disallowed the deductions 
as being unauthorized by the above enact- 
ment, and appellant’s appeal to the 
ITAB was allowed by Mr. Monet [1954] 
1 Tax Rev. 57, whereupon the Minister 
appealed to the Exchequer Court of Can- 
ada. 


Held, the payments made by appellant 
to his two daughters were not made pur- 
suant to the separation agreement as re- 
quired by ITA s. 11(1)(j): the word 
“pursuant” in s. 11(1)(j) meant “by 
reason of a legal obligation”, and appel- 
lant’s undertaking to pay alimony to the 
children was not enforceable by them 
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in law: see In re Miller, Uniacke v. 
Att'y-Gen. [1947] 1 Ch. 615. More- 
over s. 25(1)(c) of the Act authorizes 
the deduction of specific amounts in re- 
spect of the children of a taxpayer and 
to allow appellant to claim greater 
amounts by reason of his undertaking to 
do so in the separation agreement would 
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be to place him in a better position than 
his wife was at the time of her death 
and to permit deductions for children 
which were not authorized by the Act. 
Furthermore, at the death of his wife ap- 
pellant ceased to have a spouse from 
whom he could live apart or to whom he 
could be required to make payments. 
Minister's appeal allowed 


Beckford Lithographers Ltd. v. M.N.R. 
(Exchequer Court of Canada, Potter ]., June 17, 1954) 
Business Expenses — Share of profit paid for loan of bonds to secure bank 


loan — Not a working expense or interest on loan but capital outlay — ITA 


1948 s. 11(1)(c), 12(1)(a) and (b) 


Appellant company obtained credit 
from a bank to finance its operations, the 
president of the company giving the bank 
his personal guarantee of the company’s 
overdraft, which guarantee was secured 
by the deposit with the bank of certain 
securities which he had obtained on loan 
from his mother-in-law. As consideration 
for the loan of the securities the company 
covenanted to pay their owner 1% of the 
amount of its sales proceeds each year, 
and in its tax returns for 1949 and 1950 
claimed deductions of $5,160 and $7,147 
as being the amounts paid pursuant to 
its covenant in those years. The Minister 
disallowed the deductions claimed, and 
the disallowance was affirmed on appeal 
to the ITAB (sub nom 80 v. MNR 


[1953] Tax Rev. 92 (Mr. Fordham) ), 
and the company appealed to the Ex- 
chequer Court of Canada. 


Held, the sums in question were not out- 
lays or expenses incurred by the company 
for the purpose of gaining or producing 
income within the meaning of ITA s. 
12(1)(a) and were not interest on bor- 
rowed money used for the purpose of 
earning income within the meaning of 
s. 11(1)(c) but were payments on ac- 
count of capital within the meaning of 
s. 12(1)(b) and therefore not deduct- 
ible expenses. Bennett & White Con- 
struction Co. Vv. MNR [1949] S.C.R. 
287, followed. 


Dismissed 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., Q.C. (Chairman) Cecil L. Snyder Esq., Q.C. (Assistant Chairman) 
W. S. Fisher Esq., Q.C. and R. S. W. Fordham Esq., Q.C. 


Williams v. M.N.R. 

Office or Employment — Ship’s officer— 
Board and lodging supplied — Whether 
value assessable — ITA 1948 5. 5(a) 

Williams, a marine engineer officer on 
a vessel plying between Vancouver and 


Nanaimo, was employed under a written 
contract calling for payment of a salary 
plus board, and he was also supplied with 
living accommodation aboard the vessel. 
For the year 1952 he was assessed to in- 
come tax on the value of the board and 
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lodging provided him aboard the vessel. 
Held, (Mr. Fordham), the value of the 
board and lodging was properly assess- 
able to tax under ITA 1948 s. 5(a), 
which states that income from an office 
or employment includes ‘‘the value of 
board, lodging and other benefits’’. 


B.C, May 18/54 Dismissed 


Editor’s Note: It could well have been 
argued in this case, as it was successfully 
argued before the House of Lords in the 
leading case of Tennant v. Smith [1892] 
A.C. 150 and in many cases since, that an 
employee who is required to occupy a certain 
residence as a term of his employment in 
order to perform the duties of his employ- 
ment (as e.g. a custodian of bank premises) , 
does not thereby receive any benefit the value 
of which is equivalent to income in his 
hands. True our Income Tax Act specifically 
declares that “board and lodging” provided 
in the course of employment constitute in- 
come therefrom, which may require a different 
solution in Canada than in the United King- 
dom, but the words “board and lodging” in 
ITA s. 5(a) are followed by the words “and 
other benefits”, which phrase may be thought 
to colour the words which precede them. 
Is there not room for argument that 
a person who is obliged by the nature and 
terms of his employment to live away from 
home does not benefit from his enforced 
residence at a place where he has no desire to 
be apart from his job? 


Armstrong v. M.N.R. 


Office or Employment—Research fellow- 
ship awarded doctor—Obligation to teach 
at University — Whether fellowship in- 
come from office or employment 
—ITA s. 5 


Armstrong, a physician, was awarded 
a medical research fellowship by the 
Canadian Life Insurance Officers Asso- 
ciation, of a value of $5,000, of which 
$4,500 was for salary and $500 for ex- 
penses. It was a condition of the fellow- 
ship that the recipient be associated with 
a university possessing the proper equip- 
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ment and facilities necessary for research 
purposes and that he be appointed to the 
teaching or research staff of the univers- 
ity. Armstrong made such arrangements 
with a university, giving lectures to med- 
ical students in return for the use of re- 
search facilities, and was given the hon- 
orary title of assistant professor at the 
university. The amount of the fellow- 
ship was transmitted to the university 
and paid by it to Armstrong in regular 
instalments. He was assessed to income 
tax in 1951 in respect of the amounts so 
paid him under the fellowship in that 
year amounting to $4,743 and he appeal- 
ed, contending that the sum so paid him 
was a gift and not income derived from 
an office or employment. 


Held (Mr. Fordham), although Arm- 
strong may not have been employed by 
the university he was at least connected 
with the university and was bound to 
give certain lectures there, and moreover 
the fellowship funds were paid to him 
through the medium of the university 
whose authorities were expected to ob- 
serve his progress and report thereon to 
the donors of the fellowship; and in 
view of the principle that taxation is 
the rule and any right to exemption must 
be strictly proved, the amount in ques- 
tion must be regarded as income, be it 
an allowance or something coming under 
any other appropriate description, from 
an office or employment and _ taxable 
under s. 5. 


Man, Dec 30/53 Dismissed 


Pearson v. M.N.R. 


Evidence — Commission salesman — 

Proof of expenses—Best evidence rule— 

Insufficiency of oral evidence—Necessity 
for receipts 


Pearson was a2 salesman in a stockbrok- 
erage office and was remunerated by a 
salary and commission, the commission 
paid him being one-third of the com- 
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mission received by the stockbrokerage 
firm from business produced by Pearson. 
In 1950 he reported a net income of 
$21,119, the greater part being from 
commissions earned, claiming a deduc- 
tion of $5,107 as expenses incurred in 
earning the commissions (the expenses 
in question being the cost of entertain- 
ing customers, automobile expenses, 
travelling expenses and gratuities). The 
Minister would, however, allow a deduc- 
tion of $2,347 only, disallowing the 
balance of $2,760 on the ground that 
that amount had not been shown to be 
expended by Pearson in order to gain 
his income as required by ITA s. 12(1) 
(a). Pearson appealed, and it appeared 
that he had receipts and vouchers only 
in respect of expenses amounting to 
$1,079. 


Held (Mr. Fordham), the appeal should 
be dismissed. Although Pearson’s sworn 
evidence, which impressed the coutt, 
might be accepted as sufficient evidence, 
in view of the onus of proof which rests 
on an appellant the Board should be fur- 
nished with the best evidence obtainable 
and ordinarily that consists of receipts 
and vouchers. 


Que, Dec 18/53 Dismissed 


Editor’s Note: While it is no doubt true 
that the revenue requires protection against 
exaggerated claims for expenses of this na- 
ture, a rule calling for production of re- 
ceipts to vouch each and every disbursement 
would impose a burden that could hardly 
ever be met in fact. Moreover, a receipt, 
which is an acknowledgment by the recipient 
of money that he has received it is only 
hearsay evidence in a proceeding to which 
the recipient is not a party and, if evidence 
at all in a dispute between the payor and 
a third person (say the Minister of Na- 
tional Revenue), is clearly not the best evi- 
dence of what it asserts since the document of 
receipt presupposes the existence of the re- 
cipient, and it is that person alone who, to- 
gether with the payor. can furnish the best 
evidence of payment. 
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Ramsay v. M.N.R. 


Commission Salesmen — Expenses — 
Necessity for proof of — ITA s. 11(6) 


Ramsay, a customer's man in the em- 

ploy of a brokerage firm, earned com- 
missions of $22,458 in 1950 and in re- 
porting his income for tax purposes 
claimed the deduction of expenses 
amounting to $16,405, largely occasioned 
by his very considerable travelling in the 
course of his activities. The Minister 
disallowed some of the expenses claimed 
in whole or in part and would allow 
expenses only of $9,856. 
Held (Mr. Fordham), dismissing the 
appeal, the expenses claimed, more than 
two-thirds of appellant’s gross earnings, 
exceeded the yard-stick suggested by Mr. 
Fordham in an earlier case, viz that 
ordinarily expenses should not exceed 
about one-third of the earnings (Markus 
v. MNR, 52 D.T.C. 429, 7 TABC 295), 
and even though the expenses claimed 
may actually have been honestly expend- 
ed by appellant for the purposes as- 
serted it was necessary under ITA s. 11 
(6) to establish that they were really 
necessary for the purpose of earning his 
income, which, in the circumstances, call- 
ed for independent evidence that a sales- 
man in appellant’s position was required 
to disburse money as he did and that 
this was the recognized practice among 
those holding similar positions in other 
brokerage offices of comparable size and 
business activity: the ITAB’s knowledge 
of brokerage office practice certainly did 
not envisage expenditures of the exten- 
siveness described by appellant here. 


Ont, Apr 21/54 Dismissed 
Tremblay v. M.N.R. 


Net Worth Assessment — Increase in 
net worth over five years — Inaccuracies 
in — Proof — Sufficiency of 


The Minister, not being satisfied with 
the income tax returns filed by Trem- 
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blay for the years 1942 to 1946 inclu- 
sive, determined his net worth at Decem- 
ber 31, 1941 and at December 31, 1946 
added an amount for living expenses, 
the result indicating an increase in Trem- 
blay’s met worth during that period of 
$54,301, and of this amount the Min- 
ister assessed Tremblay to tax for 1946 
on an income of $5,762. Tremblay ap- 
pealed to the ITAB, asserting that during 
the period mentioned he was in charge 
of the cash in a large gambling house 
in Montreal, and at December 31, 1941, 
was owed $17,500 by several customers 
of the house and had deposited a $10,- 
000 bond with the owner of the estab- 
lishment to prove his good faith, neither 
of which amounts were taken into ac- 
count in the Minister’s ascertainment of 
his net worth on December 31, 1941. On 
the appeal witnesses were called who 
admitted that they owed Tremblay $8,- 
750 on December 31, 1941 and the own- 
er of the establishment admitted that 
he held Tremblay’s $10,000 bond on 
that date. 

Held (Mr. Monet), there was no rea- 
son for disregarding this evidence, and 
accordingly Tremblay’s income for the 
period 1942-46 should be reduced by 
the amount so established to have been 
owed him on December 31, 1941, viz. 
$18,750, leaving him with a net income 
for the period of $34,551, and that 
amount should be used as a basis for 
determining his income for the years 
1942 to 1946 inclusive. 


Oue, Feb 11/54 


Editor’s Note: It does not appear from the 
judgment in this case, and one wonders if 
the amounts owed appellant on December 
31, 1941 were received by him prior to 
December 21, 1946, if any part of those 
amounts, and perhaps additional amounts, 
were owed to him on December 31, 1946, 
and whether amounts owing to him on 
December 31, 1946, if any, were taken into 
account in the ascertainment of his net 
worth on the latter date. 


Allowed 
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Hoivik v. M.N.R. 


Investment Income—Lease of farm for 

share of crop—Lessor actively assisting 

lessee in farming—W hether rent “earned 
income”—ITA 1948 5. 31(5)(b) 


Hoivik leased his farm to a tenant for 
a specified share of the annual crop and 
voluntarily assisted his lessee in operat- 
ing the farm. 
Held (Mr. Fisher), the rent received by 
the lessor for the farm was not “earned 
income” within the definition of that 
phrase in ITA 1948 s. 31(5): it was 
not income of the lessor “from the carry- 
ing on of a business as a partner actively 
engaged in the business”, and according- 
ly it was subject to the surtax on invest- 
ment income. 


Alta, Feb 10/54 Dismissed 


Ginsberg v. M.N.R. 


Investment Income or Earned Income — 
Income from commercial building — 
Contrast with income from bonds — 
ITA 1948 s. 31(4) and (5), 5s. 
127(1) (é) 


In 1926 Ginsberg, a druggist, in part- 
nership with J, purchased a six-storey 
office building which was near his drug- 
store. Offices and a ground-floor rest- 
aurant in the building were leased to 
six tenants. The elevator was operated 
by an employee, a janitor was employed 
practically full-time, and a bookkeeper 
was employed part-time. Appellant 
looked after the management of the 
building, visiting it every working day, 
attending to the tenancies and supervis- 
ing its operation and maintenance. 
While the EPT Act was in force from 
1940 to 1945, Ginsberg’s income was 
assessed thereunder as being derived 
from a business, but in subsequent as- 
sessments made under the JWTA and 
the IT'A his income from the building 
was assessed as investment income, i.e., 
with a surtax of 4% imposed. Appel- 
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lant appealed the assessment for 1951 
made under the ITA 1948, c. 52, con- 
tending that the income in question was 
from a business and was not investment 
income. 


Held (Mr. Fordham), the income in 
question was income from a business un- 
dertaking and was earned income and 
not investment income within the mean- 
ing of ITA s. 31(4) and (5). See the 
definition of “‘business’ in s. 127(1)(e). 
The operation of a commercial build- 
ing is not like owning government 
bonds, from which income is derived 
without any effort on the bondholder’s 
part. Luscar Coals Ltd. v. MNR [1949] 
Ex. C.R. 83 at p. 88 (Cameron J.); 
Martin v. MNR [1948] Ex. C.R. 529 at 
p- 533 where O'Connor J. quotes from 
Erichsen v. Last (1881) 4 T.C. 422 at 
p. 423, applied; Sebilleaxn v. MNR 
(ITAB) [1950] Tax Rev. 144; Demers 
v. MNR (ITAB) [1950] Tax Rev. 209, 
distinguished. 


Que, Dec 3/53 Allowed 


Norman D. Johnston Industries Ltd. v. 
M.N.R. 


Loss Carry-Over—Management company 
makes advances to client companies—Loss 
sustained on non-payment of loans— 
Whether loss sustained by lending com- 
pany or by client companies — ITA 
(1951) 5s. 26(1)(d@) (ii) (A) 


Appellant company was incorporated 
in Quebec in 1945 primarily to act as a 
holding and/or investment company and 
to carry on the business of investors, fin- 
ancial agents, promoters, managers, etc. 
The company actually carried on the bus- 
iness of providing management service 
for some 8 manufacturing companies, to 
which it also advanced moneys when re- 
quired by such other companies in con- 
ducting their operations and meeting 
their obligations. In 1947 appellant 


company sustained a loss by reason of 
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the non-repayment of advances made to 
one of the manufacturing companies and 
sought to apply that loss against its 1951 
profit of $5,803 received by it as a fee 
for managing one of the other manufac- 
turing companies. It was contended by 
appellant company that the loss sustain- 
ed in 1947 arose in the ordinary course 
of appellant’s business of making loans 
and advances to the manufacturing com- 
panies. 

Held (Mr. Fordham), in view of ITA 
1948 s. 26(1)(d)(iii)(A) a business 
loss qualified for carry-over must be a 
loss suffered by the person actually op- 
erating the business and not a loss sus- 
tained by another person, and here the 
loss sustained by appellant in 1947 was 
really the loss of some other company 
or companies. The enactment does not 
permit the loss sustained by one com- 
pany to be applied against the profit of 
another company. Moreover the busi- 
ness conducted by the company which 
sustained the loss in 1947 was not the 
same business as that conducted by the 
company which made the profit in 1951 
or the business conducted by appellant. 
Que, Feb 4/54 
Editor’s Note: If A is in the business of 
lending money, surely there is no question 
that if a borrower fails to repay a loan 
the loss is a loss incurred in the operation 
of A’s business, and, of course, one very com- 
mon reason for non-repayment of a loan is 
that the borrower sustained a loss in the 
conduct of his own separate business. In oth- 
er words, it is difficult to understand this de- 
cision if it is once conceded that it was part 
of appellant's business to lend money to the 
companies which it managed. 


130 v. M.N.R. 
Business Loss — Deductibility of — 
Whether sustained in same business — 
Whether sales promotion expenses de- 
ductible from income from sales — ITA 


1948 s. 26(1) (da) 


Dismissed 


Appellant was incorporated in 1950 





— 
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principally to act as sales agent for a 
petroleum company which dealt in nat- 
ural gas, and it was given the exclusive 
right to do so for 20 years, its remunera- 
tion to be the amount by which the 
price of gas sold exceeded 6c per 1,000 
cubic feet. Appellant undertook to find 
markets for the natural gas and it was 
understood that unless markets were 
found within three years from January 
1, 1945 the arrangement could be term- 
inated on 3 months notice. Appellant 
diligently searched for customers, and as 
the only possible market was in towns 
and villages nearby, appellant incurred 
expense during the years 1947 to 1950 
making applications in various towns 
for franchises, making surveys and in 
obtaining estimates and making tentative 
arrangements for delivering gas if cus- 
tomers were obtained. The expenditure 
was of no avail and appellant sustained 
losses totalling $5,600 in the above 
years. At some time a very substan- 
tial deposit of common salt was found 
in the vicinity of the gas field, and ap- 
pellant thereupon interested itself in the 
establishment of a salt plant, which was 
done, and appellant thereafter sold gas 
to the salt plant for its use, and also ar- 
ranged for the construction of the neces- 
sary transmission line. As a result ap- 
pellant made a profit in 1951, from 
which it claimed to deduct the losses sus- 
tained in the years 1947 to 1950. The 
Minister disallowed the claim on the 
ground that appellant’s business in 1951 
was not the same business as that in 
which the losses were sustained, refer- 
ring to ITA 1948 s. 26(1)(d). The 
Minister was apparently of the opinion, 
which was founded on a letter sent to 
him by appellant in 1946, that in the 
earlier years appellant's business was not 
the sale of gas but the installation of 
pipe lines and construction work. 


Held (Mr. Fordham), the Minister was 
under a misconception. It could not be 
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argued that appellant was in a different 
business in the earlier years than in 1951 
simply because it made no sales in the 
former period. Appellant's activities 
throughout had been directed toward 
selling gas and doing whatever it 
thought best to obtain customers. The 
losses sustained prior to 1951 were 
therefore deductible from its 1951 in- 
come. 


Sask, Nov 3/53 Allowed 


McLeish v. M.N.R. 


Guarantee of loan to company by of- 


ficer — Loss sustained by director — 
Not deductible expense — ITA 5. 
12(1) (4) 


McLeish specialized in business man- 

agement, and as a result became actively 
associated with three small companies, 
and also operated an industrial property 
and a farm. He became a shareholder, 
director, general manager and president 
of each of the three companies, and in 
the latter capacity purported to conduct 
their operations on a fee basis, calculated 
with reference to the profits earned. 
Two of the companies did not do well 
financially and borrowed money to keep 
afloat, the loans being obtained from a 
bank and were personally guaranteed by 
McLeish who pledged most of his avail- 
able assets for the purpose. The two 
companies continued to fare badly, and 
McLeish had to make good the losses 
under his guarantees. In his return for 
1951 he sought to deduct the amount of 
the loss in computing his income for tax 
purposes. 
Held (Mr. Fordham), the loss was not 
“an outlay or expense incurred by the 
taxpayer for the purpose of gaining or 
producing income” within the meaning 
of those words in ITA s. 12(1)(a), 
but was a loss sustained by him in re- 
spect of an advance of capital. 


Ont, Nov 17/53 Dismissed 
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TAX INFORMATION BULLETIN NO. 7 (AMENDED) 


REPORTING 


April 15, 1954 


OF INCOME RECEIVED FROM 


SOURCES WITHIN THE UNITED STATES ON BEHALF OF OTHER 
PERSONS AND THE WITHHOLDING OF ADDITIONAL UNITED STATES TAX 


Information Bulletin No. 7, dated Decem- 
ber 14, 1953, is hereby cancelled and re- 
placed by this amended Information Bulletin. 

Every person in Canada who receives in- 
come from sources within the United States 
for the benefit or credit of another person 
is required to report the distribution of such 
income and deduct additional United States 
tax as outlined in this Bulletin. 


As used in this Bulletin, income from 


Canadian Return 
on which Report 


to be made 
TS Return 
| 


Address of Person | 

for whom Income 
was Received 

Canada —i(it*é re 


sources within the United States includes divi- 
dends, interest, rents, royalties, annuities, or 
other fixed or determinable annual or periodi- 
cal income from which a tax of 15% was 
deducted at the source. 


The following schedule shows the reporting 
and withholding requirements which are ap- 
plicable in respect of income from sources 
within the United States which is received on 
and after January 1, 1954. 


| Additional United 
Filing | States Tax to be 
Date Deducted 
~ Last Day oa 
February Nil 





UST1 Return 
UST1 Return 
(Report 
Total only) 


United States 
United Kingdom 


March 15 Nil 


March 15 Nil — 





Countries other 
than Canada 
and the United 
Kingdom, with 
which the 
United States 
has a treaty 
reducing with- 
holding tax to 
15% or less 


‘Separate list for 
each country, 
to be filed 
with UST1 
Return 


March 15 Nil if mame and 
address of 
person for 
whom income 
was received 
is reported 
with Form 
UST 1 
15% if name 
and address 
not reported 





~ UST1 Return 
(Report 
Total only) 


Other Countries 





The TS Return and the UST1 Return shall 
be filed with the District Taxation Office by 
the nominee, agent, or custodian, and shall be 
in respect of the preceding calendar year. 

The additional United States tax is to be 
remitted in United States currency, together 
with United States Form 1042, to the Dis- 


| March 15 





15% 


trict Director of Internal Revenue, Baltimore 

2, Maryland, on or before March 15 of the 

year following the calendar year in which 
the income was received. 

CHARLES GAVSIE, 

Deputy Minister (Taxation) 

The Canada Gazette (Part 1), May 1, 1954 





